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SECURITIES ACT OF 1933 
Release No. 5875/October 21, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14080/Oct 21, 1977 


INVESTMENT CO. ACT OF 1940 
Release No. 9966/Oct. 21, 1977 


[File No. S7-723] 


DEFINITIONS CONCERNING MULTI-BANK COM- 
MON TRUST FUNDS 


AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rules. 


SUMMARY: This notice solicits public comments on 
proposed rules which would have the effect, provided 
certain conditions are met, of treating common trust 
funds for several banks in the same affiliated group 
(‘‘multi-bank common trust funds’’) in the same 
manner as traditional single bank common trust funds 
which are ordinarily exempt from regulation as 
investment companies, and from the registration and 
reporting requirements normally applicable to publicly 
held companies and other issuers of securities. Some 
state laws permit multi-bank common trust funds, 
which under recent amendments to the federal tax 
laws may operate as non-taxable entities. In the 
absence of the rules now being proposed, multi-bank 
common trust funds might be treated differently under 
the federal securities laws from single bank common 
trust funds. 
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DATES: Comments must be received on or before 
November 30, 1977. 


ADDRESSES: Interested persons should submit their 
views and comments in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All submissions will be made available for 
public inspection at the Commission’s Public Refer- 
ence Section, Room 6101, 1100 L Street, N.W., 
Washington, D.C. 20005 and should refer to File No. 
$7-723. 


FOR FURTHER INFORMATION CONTACT: 


Lawrence R. Bardfeld, Esq. 

Office of the Chief Counsel 

Division of Investment Management 
Securities and Exchange Commission 
500 North Capitol Street 
Washington, D.C. 20549 

(202) 376-8056 


SUPPLEMENTARY INFORMATION: 


Bank holding companies and representatives of the 
banking industry have recently indicated an interest in 
using ‘‘multi-bank common trust funds,’’ i.e., com- 
mon trust funds maintained by one constituent bank of 
a bank holding companies for assets contributed 
thereto by the bank of by other constituent banks in 
the same holding company in their capacity as trustee, 
executor, administrator or guardian. Some state laws 
allow such common trust funds, and recent federal 
legislation permits such funds to be operated as 
non-taxable entities. ' 


At present, common trust funds maintained by a bank 
exclusively for the collective investment and rein- 
vestment of assets contributed thereto by such bank in 
its capacity as trustee, executor, administrator, or 
guardian, and interests or participations therein, are 
exempted or excluded from provisions of the federal 
securities laws by section 3(a)(2) [15 U.S.C. 77c(a)(2)] 
of the Securities Act of 1933 [15 U.S.C. 77a et seq.] 
(‘‘Securities Act’’), section 3(a)(12) [15 U.S.C. 
78c(a)(12)] and rule 12h-2 [17 CFR 240.12h-2] of the 
Securities Exchange Act of 1934 [15 U.S.C. 78a et 
seq.] (‘Exchange Act’’), and section 3(c)(3) [15 U.S.C. 
80a-3(c)(3)] of the Investment Company Act of 1940 [15 





"Pub. L. No. 94-414, 90 Stat. 1273, amending 26 
U.S.C. 584(a). 
































U.S.C. 80a-1 et seq.] (“Investment Company Act’’)? Be- 
cause the present definition of “common trust fund” in 
the federal securities laws refers to a fund maintained by 
the present definition of ‘‘common trust fund’”’ in the 
federal securities laws refers to a fund maintained by 
‘a bank’’ for assets contributed to the fund by ‘‘such 
bank,’’? it appears that, as presently drafted, the 
exclusionary and exemptive provisions in the federal 
securities laws would not be available if one bank in a 
bank holding company maintained a common trust 
fund which included assets contributed by other bank 
members of the same holding company. Provided 
certain conditions are met, the rules proposed herein 
would define the term ‘‘common trust fund’’ so as to 
include such multi-bank common trust funds, and thus 
have the effect of exempting them from the provisions 
of the Investment Company Act, as well as the 
registration requirements in section 12(g) of the 
Exchange Act [15 U.S.C. 78I(g)]. Also, interests or 
participations therein would be exempt from the 
registration requirements in section 5 of the Securities 
Act [15 U.S.C. 77e], and be “exempted securities 
under section 3(a)(12) [15 U.S.C. 78c(a)(12)] of the 
Exchange Act. 


The proposed rules would apply only to common trust 
funds containing assets contributed by banks which 
were members of the same affiliated group, within the 
meaning of section 1504(a) of the Internal Revenue 
Code [26 U.S.C. 1504(a)], as the bank maintaining the 
fund.* It would appear appropriate to view banks in 
such an affiliated group as a single economic unit, 
since section 1504(a) requires, among other things, 
that eighty percent of the voting stock and eighty 
percent of each class of non-voting stock (except for 
non-voting preferred) of each subsidiary in the 
affiliated group be held by another member of the 
affiliated group. 


The proposed rules would be applicable only to 
common trust funds exclusively for the investment and 
reinvestment of assets contributed by a bank in its 





* These provisions apply only to common trust funds 
for assets contributed by a bank in a bona fide fiduciary 
capacity and incidental to the bank’s traditional trust 
department activities. 


3 

Section 3(c)(3) of the Investment Company Act uses 
the equivalent expression “the bank” instead of “such 
bank.’” 


“The proposed rules would not, however, require the 
bank maintaining the common trust fund to be 
co-trustee of trusts whose assets are invested therein. 


capacity as trustee, executor, administrator or guard- 
ian. Traditional interpretations regarding the avail- 
ability of exemptions from the federal securities laws 
for bank common trust funds would of course continue 
to be applicable. 


The proposed rules would also specifically require that 
such a multi-bank common trust fund be operated in 
compliance with the same state and federal regulatory 
requirements as would apply if the bank maintaining 
the fund and any other contributing banks were the 
same entity, and that the rights of persons for whose 
benefit the contributing bank acts as trustee, executor, 
administrator, or guardian would not be diminished by 
reason of the maintenance of the multi-bank common 
trust fund by another bank member of the affiliated 
group. 


The conditions in the proposed rules are designed to 
ensure that investors would be afforded protections 
comparable to those associated with single bank 
common trust funds specifically exempted from the 
federal securities laws at the present time. The 
Commission believes that if such conditions are met it 
would be inappropriate to treat acommon trust fund for 
constituent banks of a bank holding company dif- 
ferently from a common trust fund for the various 
branches of a single bank operating where state-wide 
branching is permitted.° In addition, persons whose 
assets are invested in common trust funds for the 
constituent banks of a bank holding company might 
benefit in anumber of ways from such an arrangement. 
If each constituent bank were required to establish 
separate common trust funds, needless duplication and 
expenses might result. Some constituent banks might 
not find it economical to establish such funds, or to 
establish different funds with different investment 
objectives. Thus, common trust funds for all the 
constituent banks of a bank holding company might 
reduce costs for bank trust department customers and 
make a more diverse selection of investment alter- 
natives available to them. 


Commission Action 


|. It is proposed to amend Part 230 of Chapter I! of Title 
17 of the Code of Federal Regulations, General Rules 
and Regulations, Securities Act of 1933, by adding a 
new section 230.132 to read as follows: 





*The legislative history of Pulic Law 94-414, 90 Stat. 
1273, permitting the same tax treatment of such multi- 
bank common trust funds as for single bank common 
trust funds, indicates that this was, at least in part, the 
basis for that legislation. See S. Rep. No. 1183, 94th 
Cong., 2d Sess. 2 (1976). 
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§ 230.132 Definition of ‘‘common trust fund’’ as used in 
section 3(a)(2) of the Act. 


The term ‘‘common trust fund’’ as used in section 
3(a)(2) of the Act [15 U.S.C. 77c(a)(2)] shall include a 
common trust fund which is maintained by a bank 
which is a member of an affiliated group, as defined in 
section 1504(a) of the Internal Revenue Code of 1954 
[26 U.S.C. 1504(a)], and which is maintained ex- 
clusively for the collective investment and reinvestment 
of monies contributed thereto by one or more bank 
members of such affiliated group in the capacity of 
trustee, executor, administrator, or guardian, provided 
that: 


(a) the common trust fund is operated in compliance 
with the same state and federal regulatory require- 
ments as would apply if the bank maintaining such fund 
and any other contributing banks were the same entity; 
and 


(b) the rights of persons for whose benefit a 
contributing bank acts as trustee, executor, admin- 
istrator, or guardian would not be diminished by reason 
of the maintenance of such common trust fund by 
another bank member of the affiliated group. (15 
U.S.C. 77s(a)). 


I!. It is proposed to amend Part 240 of Chapter II of Title 
17 of the Code of Federal Regulations, General Rules 
and Regulations, Securities Exchange Act of 1934, by 
revising paragraph (b) of section 240.12h-2 to read as 
follows: 


§240.12h-2 Exemptions from registration under section 
12(g) of the act. 


(b) Any interest or participation in any common trust 
fund or similar fund maintained by a bank exclusively 
for the collective investment and reinvestment of 
monies contributed thereto by the bank in its capacity 
as a trustee, executor, administrator, or guardian. For 
purposes of this paragraph (b), the term ‘‘common 
trust fund’’ shall include a common trust fund which is 
maintained by a bank which is a member of an affiliated 
group, as defined in section 1504(a) of the Internal 
Revenue Code of 1954 [26 U.S.C. 1504(a)], and which is 
maintained exclusively for the investment and reinvest- 
ment of monies contributed thereto by one or more 
bank members of such affiliated group in the capacity 
Of trustee, executor, administrator, or guardian, 
provided that: 
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(1) the common trust fund is operated in compliance 
with the same state and federal regulatory require- 
ments as would apply if the bank maintaining such fund 
and any other contributing banks were the same entity; 
and 


(2) the rights of persons for whose benefit a 
contributing bank acts as trustee, executor, admin- 
istrator or guardian would not be diminished by reason 
of the maintenance of such common trust fund by 
another bank member of the affiliated group; and 


* * * * * 


(15 U.S.C. 78c(b), 781). 


Ill. It is proposed to amend Part 240 of Chapter I! of 
Title 17 of the Code of Federal Regulations, General 
Rules and Regulations, Securities Exchange Act of 
1934, by adding a new section 240.3a12-6 to read as 
follows: 


§240.3a12-6 Definition of ‘‘common trust fund’’ as used 
in section 3(a)(12) of the act. 


The term ‘‘common trust fund’’ as used in section 
3(a)(12) of the Act [15 U.S.C. 78c(a)(12)] shall include a 
common trust fund which is maintained by a bank 
which is a member of an affiliated group, as defined in 
section 1504(a) of the Internal Revenue Code of 1954 
[26 U.S.C. 1504(a)], and which is maintained ex- 
clusively for the collective investment and reinvestment 
of monies contributed thereto by one or more bank 
members of such affiliated group in the capacity of 
trustee, executor, administrator, or guardian, provided 
that: 


(a) the common trust fund is operated in compliance 
with the same state and federal regulatory require- 
ments as would apply if the bank maintaining such fund 
and any other contributing banks were the same entity; 
and 


(b) the rights of persons for whose benefit a 
contributing bank acts as trustee, executor, admin- 
istrator, or guardian would not be diminished by reason 
of the maintenance of such common trust fund by 
another bank member of the affiliated group. 


(15 U.S.C. 78c(b)). 


IV. It is proposed to amend Part 270 of Chapter II of 
Title 17 of the Code of Federal Regulations, Rules ana 
Regulations, Investment Company Act of 1940, by 
adding a new section 270.3c-4 to read as follows: 


§270.3c-4 Definition of ‘‘common trust fund’’ as used in 
section 3(c)(3) of the Act. 
































The term ‘‘common trust fund’’ as used in section 
3(c)(3) of the Act [15 U.S.C. 80a-3(c)(3)] shall include a 
common trust fund which is maintained by a bank 
which is a member of an affiliated group, as defined in 
section 1504(a) of the Internal Revenue Code of 1954 
(26 U.S.C. 1504(a)], and which is maintained ex- 
clusively for the collective investment and reinvestment 
of monies contributed thereto by one or more bank 
members of such affiliated group in the capacity of 
trustee, executor, administrator, or guardian, provided 
that: 


(a) the common trust fund is operated in compliance 
with the same state and federal regulatory require- 
ments as would apply if the bank maintaining such fund 
and any other contributing banks were the same entity; 
and 


(b) the rights of persons for whose benefit a 
contributing bank acts as trustee, executor, admin- 
istrator, or guardian would not be diminished by reason 
of the maintenance of such common trust fund by 
another bank member of the affiliated group. (15 
U.S.C. 80a-6(c), 80a-37 (a)). 


By the Commission. 


George A.Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14085/October 21, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 20218/Oct. 21, 1977 


TRUST INDENTURE ACT OF 1939 
Release No. 486/Oct. 21, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9968/Oct. 21, 1977 


INVESTMENT ADVISORS ACT OF 1940 
Release No. 607/Oct. 21, 1977 


PRIVACY ACT 
Release No. 6/Oct. 21, 1977 


FREEDOM OF INFORMATION ACT 
Release No. 54/Oct. 21, 1977 


Delegation of Authority to Director of Reports and 
Information Services 


AGENCY: Securities and Exchange Commission. 
ACTION: Final rules. 


SUMMARY: The Commission today announced the 
amendment of its regulations governing delegation of 
authority with respect to the Freedom of Information 
Act and the Privacy Act, to delegate to the Director of 
the Office of Reports and Information Services 
authority to waive or reduce search and duplication fees 
in connection with requests for access to records. 


EFFECTIVE DATE: Immediately. 
FOR FURTHER INFORMATION CONTACT: 


Charles A. Moore, Records Officer, Securities and 
Exchange Commission, Washington, D.C. 20549 
(202-523-5550). 


SUPPLEMENTARY INFORMATION: The Office of 
Reports and Information Services is responsible for 
determining initial requests for access to records 
pursuant to the Freedom of Information Act (the 
““FOIA’’), 5 U.S.C. 552, and the Privacy Act, 5 U.S.C. 
552a. The Commission’s pertinent FOIA rule, 17 CFR 
200.80(e)(4), provides that “[r]Jequested records shall 
be furnished without charge or at reduced charge 
whenever it shall be determined by the Commission 
that waiver or reduction of the fee is in the public 
interest because furnishing the information can be 
considered as primarily benefiting the general public.’’ 
The Commission has determined to delegate to the 
Director of the Office of Reports and Information 
Services authority to act on requests for fee waiver or 
reduction made in connection with requests for access 
to documents pursuant to the FOIA and for waiver of 
duplicating costs in connection with the Privacy Act. 
The new procedure will permit appeal of the initial 
determination to the Commission. 


Accordingly, 17 CFR Part 200 is amended by revising 
Sections 200.30-11, 200.80, and 200.301 to read as 
follows: 


|. Section 200.30-11 of Subpart A is amended by 
changing paragraph (d) to (e) and by adding a new 
paragraph (d) to read as follows: 


§ 200.30-11 Delegation of Authority to Director, Office 
of Reports and Information Services. 


* * * * * 


(d) With respect to the Freedom of Information Act, 5 
U.S.C. 552 and the Privacy Act, 5 U.S.C. 552a: 


SEC DOCKET/415 








(1) To waive or reduce fees for searching and/or 
duplicating requested records under the Freedom of 
Information Act whenever it shall be determined that 
waiver or reduction of fees is in the public interest; 


(2) To waive or reduce fees for reproduction under the 
Privacy Act whenever it shall be determined that good 
cause thereior exists. 


(e) Notwithstanding anything in the foregoing, in any 
case in which the Director of the Office of Reports and 
Information Services believes it appropriate, he or she 
may submit the matter to the Commission. 


11. Section 200.80 of Subpart D is amended by revising 
paragraph (e)(4) to read as follows: 


§200.80 Commission records and information. 


* * * ” * 


fe)" 


(4) Waiver or reduction of fees. Requested records shall 
be furnished without charge or at reduced charge 
whenever it shall be determined by the Director of the 
Office of Reports and Information Services that waiver 
or reduction of the fee is in the public interest because 
furnishing the information can be considered as 
primarily benefiting the general public. Requests for 
waiver or reduction of fees for searching and/or copying 
may be submitted with the original request for records 
and may state such facts as the requestor may consider 
appropriate. Denials of requests for a waiver or 
reduction of fees may be appealed to the Commission in 
accordance with the same procedure set forth in 
paragraph (d)(6) of this section. 


Il. Section 200.310 of Subpart H is revised to read as 
follows: 


§200.310 Fees. 


(a) Place to make requests. A request by an individual 
for copies of a record pertaining to him or her that is 
maintained by the Commission may be made in person 
during normal business hours at the Public Reference 
Room at 1100 L Street, N.W., Washington, D.C., or by 
mail addressed to the Privacy Act Officer, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. There will be no charge 
assessed to the individual for the Commission’s 
expense involved in searching for or reviewing the 
record. Copies of the Commission’s records will be 
provided by a commercial copier or by the Commission 
at rates established by a contract between the copier 
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and the Commission. In addition, copying machines are 
provided for public use in the public reference facilities 
in the Commission’s Washington, D.C., New York, Los 
Angeles and Chicago Offices. 


(b) Walver or reduction of fees. Whenever the Director 
of the Office of Reports and Information Services 
determines that good cause exists to grant a request for 
reduction or waiver of fees for copying documents, he 
may reduce or waive any such fees. 


The Commission finds that the foregoing action relates 
solely to agency management and personnel, and, 
accordingly that notice and prior publication for 
comment under the Administrative Procedure Act, 5 
U.S.C. 1001 et seq. are not necessary. This action, 
taken pursuant to Pub. L. 87-592, 76 Stat. 394, 15 
U.S.C. 78d-1, 78d-2; Pub. L. 93-502; and Pub. L. 
93-579, will be effective upon publication. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5877/Oct. 26, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14102/Oct. 26, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 20228/Oct. 26, 1977 


[File No. S7-715] 


ACCOUNTING PRACTICES—OIL AND GAS PRO- 
DUCERS—DISCLOSURE STANDARDS 


Proposed Amendments 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed rules. 

SUMMARY: This rulemaking proposal would amend 
the Commission’s regulations to provide for the 
disclosure in financial statements of certain operating 
and financial data relating to oil and gas producing acti- 
vities. These disclosure standards supplement the 
financial accounting standards proposed by the 
Commission on August 31, 1977, in Release No. 
33-5861. The rules proposed in both this release and in 





























Release No. 33-5861 would apply (1) to filings with the 
Commission pursuant to the Federal securities laws 
and (2) to reports filed with the Department of Energy 
pursuant to the Energy Policy and Conservation Act of 
1975 (the ‘‘EPCA’’), which requires the Commission to 
assure the development of accounting practices for oil 
and gas producers by December 22, 1977. The 
proposed rules would accordingly be applicable to 
persons engaged in the production of oil and gas who 
will be required under the EPCA to file reports with the 
Department of Energy, including those who are not 
subject to the filing requirements under the Federal 
securities laws. Also, the Commission has extended the 
period for comment on Release No. 33-5861. 


DATE: Comments on the accompanying proposed 
amendments and on Release No. 33-5861 should be 
submitted on or before November 25, 1977. 


ADDRESS: Comments should refer to file S7-715 and 
should be submitted in triplicate to George A. Fitz- 
simmons, Secretary, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. All comments will be available for public inspec- 
tion. 


FOR FURTHER INFORMATION CONTACT: Richard 
C. Adkerson, Office of the Chief Accountant, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-1671). 


SUPPLEMENTARY INFORMATION: For purposes 
of developing a reliable energy data base related to the 
production of crude oil and natural gas, the EPCA 
requires the Commission by December 22, 1977, to 
assure the development of accounting practices to be 
followed by persons engaged in the production of crude 
oil or natural gas in the United States. The EPCA 
authorizes the Commission to prescribe rules with re- 
spect to the accounting practices to be developed 
pursuant to the EPCA or to make effective by recogni- 
tion, or by other appropriate means indicating a 
determination to rely on, accounting practices devel- 
oped by the Financial Accounting Standards Board (the 
‘‘FASB’’) if the Commission is assured that such prac- 
tices will be observed to the same extent as would 
result if the Commission had prescribed such practices 
by rule. The FASB, the private sector body responsible 
for establishing financial accounting and reporting 
standards, published on July 15, 1977, an exposure 
draft of a proposed Statement of Financial Accounting 
Standards entitled ‘‘Financial Accounting and Report- 


ing by Oil and Gas Producing Companies’’ (the ‘‘FASB 
Exposure Draft’’).' 


In Release No. 33-5861 [42 FR 44972], the Commission 
proposed to amend Regulation S-X [17 CFR Part 210] to 
add a new rule (§210.3-18) to prescribe financial ac- 
counting and reporting standards applicable to oil and 
gas producing activities. The standards proposed in 
Release No. 33-5861 would apply to financial state- 
ments included in fililngs with the Commission by regi- 
strants engaged in oil and gas producing activities. 
Furthermore, the standards proposed in Release No. 
33-5861 would apply to financial data filed with the De- 
partment of Energy (the ‘‘DOE’’) pursuant to Section 
11(c) of the Energy Supply and Environment Coordina- 
tion Act of 1974, Public Law 94-319 (the ‘‘ESECA’’), as 
amended by Section 505 of the EPCA, Public Law 
94-163. The standards proposed by the Commission in 
Release No. 33-5861 were the same in substance as the 
financial accounting and reporting standards proposed 
in the FASB Exposure Draft, except that the 
Commission’s proposed standards did not address the 
issue of disclosure of supplemental data in financial 
statements. 


In Release No. 33-5837 [42 FR 33135], the Commission 
solicited comments from interested persons on a 
number of issues related to reporting financial and 
operating data under the EPCA and the Federal secu- 
rities laws. Based on the responses to Release No. 
33-5837, the financial statement disclosures proposed 
in the FASB Exposure Draft, and consultation with the 
Federal Energy Administration (the ‘‘FEA’’), the Fed- 
eral Power Commission, and the General Accounting 
Office, the Commission is proposing the accompanying 
disclosure standards to supplement the financial 
accounting standards proposed in Release No. 33-5861. 


Applicability to SEC filings 


The EPCA requirements were imposed ‘‘[flor purposes 
of developing a reliable energy data base related to the 
production of crude oil and natural gas...’’ The 
Commission is aware that questions have been raised 
since the issuance of Release No. 33-5861 concerning 
the relationship between the Commission’s responsi- 
bilities under the EPCA and its authority to establish 
accounting standards applicable to financial statements 
issued by publicly owned companies engaged in oil and 
gas production. 





y Copies of the FASB Exposure Draft may be obtained 
from the Financial Accounting Standards Board, 
Publications Division, File Reference 1015, High Ridge 
Park, Stamford, Connecticut 06905. 
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In Release No. 33-5837, referred to above, the Com- 
mission indicated that it considered its responsibilities 
under the EPCA to be divided between two related 
areas: (1) financial reporting standards applicable to 
general-purpose financial statements of entities in- 
volved in oil and gas production and (2) accounting 
practices necessary for oil and gas producers to report 
the financial and operating data required by the EPCA 
to the FEA, now part of the DOE. 


While the accounting practices to be developed 
pursuant to Section 503 of the EPCA are for the purpose 
of developing a reliable energy data base pertaining to 
oil and gas production, the accounting practices clearly 
encompass those needed to prepare financial state- 
ments. This is reflected in the legislative history of the 
EPCA, the use of the term ‘‘accounting practices’ and 
the involvement of the Commission and the FASB in 
the development of the required accounting practices. 
Furthermore, as more fully discussed in Release No. 
33-5837, Section 503(c) of the EPCA paraphrases to a 
large degree the disclosure recommendations of ‘‘Ac- 
counting Research Study No. 11,’’ a research study 
commissioned by the American Institute of Certified 
Public Accountants and published in 1969. The 
disclosure recommendations of ‘‘ARS No. 11’’ pertain 
solely to public financial reporting. 


On October 6, 1977, the U.S. Senate passed an amend- 
ment to Section 503 of the EPCA (Amendment No. 889, 
passed as part of the unrelated: ‘‘Public Utilities Regu- 
latory Policy Act of 1977,’’ S. 2114—see $16509 in the 
Congressonal Record for October 6, 1977). This amend- 
ment, which must now be considered by a conference 
committee since it was not part of the bill passed by the 
House of Representatives, provides the following: 


This Section 503 [of the EPCA] is intended to 
apply only to the development of accounting 
practices required for the preparation of the re- 
ports to be filed with the Department of Energy 
for use in compiling a reliable energy data base; 
nothing contained in this Section 503 shall be 
construed to establish or to affect the establish- 
ment of generally accepted accounting prin- 
ciples for financial reporting purposes. 


Even if the EPCA requirements are considered to 
pertain only to reporting to DOE, the Commission’s 
consideration of issues involved in accounting for oil 
and gas producing activities would still extend to 
financial accounting and reporting standards used in 
the preparation of financial statements to be included in 
filings with the Commission. The Commission is 
addressing these issues based on its explicit authority 
oyer financial reporting by publicly owned companies 
under the Federal securities laws. For many years, the 
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Commission has been concerned about the diversity in 
the accounting and financial reporting practices 
followed by registrants engaged in the oil and gas 
producing industry and has made several efforts to 
resolve this problem. In 1964, the Commission’s staff 
urged the industry and the accounting profession to 
address the lack of comparability in reporting by 
petroleum companies. During 1968 to 1972, the 
Commission’s staff monitored the activities of the 
Accounting Principles Board of the AICPA (the 
‘‘APB’’), a predecessor of the FASB in establishing 
accounting standards, as the APB attempted to achieve 
more uniformity in public financial reporting in the oil 
and gas industry. 


After the APB was unable to resolve this matter, the 
Commission sought to alleviate the problem through a 
requirement of supplemental disclosure. In December, 
1972, the Commission in Release No. 33-5343 [38 FR 
1747] proposed to amend §210.3-08 (Summary of 
Accounting Principles and Practices) of Regulation S-X 
to require, among other things, that registrants 
disclose in financial statements the dollar impact on net 
income of using an accounting principle which was not 
in prevailing use within their industries. The Commis- 
sion stated in Release No. 33-5343 that, in effect, the 
successful efforts method of accounting was the 
prevailing accounting method used in the petroleum 
industry; accordingly, registrants following the full cost 
method would have been required to disclose an 
alternatively computed net income amount. 


The proposals in Release No. 33-5343 were controver- 
sial and a large number of comments were received in 
opposition to their adoption, primarily because of the 
manner in which disclosure was to be required, the lack 
of specific guidelines, and other practical problems of 
implementation. Comments from companies in the 
petroleum industry reflected strong opposition to the 
Commission’s proposal, and many of these respondents 
took issue with the Commission’s characterization of 
the successful efforts method as the prevailing method 
of accounting in the oil and gas industry. 


The Commission issued a new proposal, Release No. 
33-5427 [38 FR 28948], in October, 1973, which 
contained significant revisions to the proposals in 
Release No. 33-5343, including deletion of the proposed 
requirement for full-cost companies to disclose a net in- 
come amount based on the successful efforts method of 
accounting. Instead, the revised proposal would have 
required substantially increased disclosure of finding 
costs in the extractive industries and other data, in an 
attempt to provide information which could be used to 
assess the impact on financial statements of using dif- 
ferent accounting methods. This proposal also would 


have required registrants to disclose quantities of oil 4 


























and gas reserves used in computations of 


¢ depreciation, depletion and amortization expense. 


Again, many comments were received describing 
significant definitional problems in implementing the 
proposed rules. After evaluating the comments, it was 
decided that the proposed rules should not be adopted 
at that time. The Commission’s staff has since 
considered several different approaches to accomplish 
the objectives of these earlier proposals, but no 
additional proposals have since been issued by the 
Commission. 


As the EPCA was being considered by Congress in 
1975, the concerns of the Commission over the 
undesirable state of financial reporting in the 
petroleum industry were reflected in correspondence in 
response to inquiries on this matter. Chairman Garrett 
stated the following in a letter dated July 11, 1975, to 
Congressman John M. Murphy: 


We agree that more standardization of account- 
ing practices is needed in the petroleum indus- 
try, but this can and should be done through the 
existing apparatus. Accordingly, efforts to 
improve such practices should be directed 
toward having the private sector develop such 
improvements expeditiously. 


In a letter dated August 22, 1975, to Congressman John 
E. Moss, Chairman Garrett stated the following: 


We [the Commission] recognize that at the 
present time there are diverse accounting 
practices existing in the petroleum industry 
which make the development of a data base 
difficult and preclude meaningful comparisons 
among companies. Because of this we agree that 
more standardization of accounting practices is 
needed in the petroleum industry. 


In 1975, prior to the enactment of the EPCA, the FASB 
placed on its technical agenda a major project to esta- 
blish financial accounting and reporting standards for 
oil and gas producing activities. The Commission has 
supported the FASB in this effort in accordance with its 
policy expressed in Accounting Series Release No. 150 
[39 FR 1260] of continuing to look’. . . to the private 
sector for leadership in establishing and improving 
accounting principles and standards through the FASB 
with the expectation that the body’s conclusions will 
promote the interests of investors.’’ 


The Commission views the FASB’s project on oil and 
gas accounting as being useful in two respects. First, 
the project is expected to result in significant improve- 
ment in financial reporting through the establishment 
of uniform accounting standards so that investors are 
provided with a valid basis for comparing the financial 
statements of different companies. Secondly, the 
generally accepted accounting principles promulgated 
by the FASB in this project are expected to be useful to 
the Commission in fulfilling its responsibilities under 
the EPCA. 


The issues relating to accounting measurement 
standards applicable to the preparation of financial 
statements are the same, whether they are considered 
from the standpoint of reporting to the DOE pursuant to 
the EPCA or from the standpoint of issuing financial 
statements for use by investors. The EPCA specifically 
requires that the accounting practices to be developed 
thereunder address issues such as revenue and cost 
recognition, disposition of capitalized costs, and 
accounting for contractual arrangements involving 
special conveyance of rights and joint operations. These 
and other issues specifically required to be addressed 
under the EPCA involve accounting measurement 
standards used to prepare financial statements. 


Moreover, FEA and, now, DOE have been in the 
process of developing a petroleum company financial 
reporting system, as discussed below. That system is to 
be used to collect the data required by the EPCA to be 
reported to DOE by oil and gas producers and is based 
on financial statements prepared in accordance with 
generally accepted accounting principles. The intent of 
the EPCA was to obtain uniform reporting of data to 
DOE. 


Uniformly of reporting to investors is as desirable, in 
the Commission’s view, as uniform reporting to DOE. 
Since the basis of reporting to DOE is essentially the 
same as reporting to investors, the Commission does 
not consider the separation of issues related to 
reporting to DOE and reporting to investors to be 
practicable or consistent with the Commission’s 
responsibilities under the Federal securities laws. 


For these reasons, the rules proposed by the 
Commission in this release and in Release No. 
33-5861 are intended to apply to reporting to DOE by 
oil and gas producers pursuant to the Commission’s 
authority under the EPCA and to reporting to investors 
pursuant to the Commission’s authority under the 
Federal securities laws. 


While the accounting measurement standards used to 
prepare financial statements are proposed to be the 
same for reporting to DOE and to the Commission, the 
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related supplemental disclosures will not be identical. 
The EPCA specifies the reporting of certain data to the 
DOE which the Commission does not consider 
necessary for investment analysis. Furthermore, 
because of the inherent differences in data needs for 
national energy policy purposes and for investment 
purposes, the data to be reported to DOE and to 
investors will not be the same. 


This release proposes the accounting practices needed 
to compile the data supplementing financial statements 
(1) for reporting to DOE pursuant to the EPCA and (2) 
for inclusion in filings under the Federal securities 
laws. 


Relationship with the Department of Energy 


In a number of responses to Release No. 33-5837, 
concerns were expressed about the relationship of the 
Commission’s efforts in response to the EPCA and the 
current efforts of the DOE (and formerly, the FEA) in 
developing a Petroleum Company Financial Reporting 
Systems (the ‘‘FRS’’). FRS was originally proposed in 
September, 1975 [40 FR 43612], but it has not yet been 
implemented. A public panel discussion was conducted 
by FEA on July 29, 1977, 2. and written comments on a 
number of issues pertaining to the proposed implemen- 
tation of FRS were received. While FRS has been 
designed to collect information on business activities in 
addition to oil and gas producing activities, the 
Commission’s direct involvement with FRS pertains 
only to oil and gas producing activities and arises 
through the Commission’s responsibilities under the 
EPCA. 


As required by the EPCA, the Commission has 
consulted with FEA and is now consulting with DOE? in 
connection with the EPCA. Section 505 of the EPCA 
amends Section 11(c) of the ESECA by providing that 
DOE shall require that persons engaged, in whole or in 
part, in the domestic production of crude oil or natural 
gas keep energy information in accordance with the 
accounting practices developed pursuant to the EPCA 
and submit reports to DOE with respect to that energy 
information. DOE is required to make quarterly reports 
to the President and the Congress based on the data 
filed with DOE by oil and gas producers. 





* The public panel discussion was announced on July 
8, 1977 (42 FR 35187). That announcement contained a 
discussion of FEA’s plans to implement FRS. 


3 The Federal Energy Administration became part of 
the Department of Energy, pursuant to the Department 
of Energy Organization Act (Public Law 95-91). 
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DOE has informed the Commission that it plans to meet 
its report gathering responsibilities under the EPCA 
with the FRS, presently designed as an annual 
reporting system. A modified version of the FRS is to 
be developed to meet the quarterly reporting require- 
ments of the EPCA. 


The Commission will not collect any reports filed 
pursuant to the EPCA. DOE will identify those persons 
required to file reports under the EPCA and collect the 
required data using the FRS. The forms and 
instructions to FRS will indicate the specific data and 
the format of the data to be reported. The instructions 
will also require that the data reported in FRS relating 
to oil and gas producing activities be compiled and 
reported in accordance with the accounting practices 
prescribed by the Commission in the proposed 
§210.3-18. 


Accordingly, DOE is designing the forms and 
instructions to collect the data required by the EPCA 
while the Commission is responsible for the develop- 
ment of accounting practices needed to compile and 
report these data. FRS will include requirements for the 
EPCA data, among other data, and its instructions will 
require adherence to the accounting practices adopted 
by the Commission. 


Subsequent to FEA’s public meeting and its receiving 
written comments on FRS, major revisions to the 
proposed system have been made. The Commission’s 
staff has discussed these revisions with the staff of 
DOE and has recently received initial drafts of the 
revised proposed FRS forms. To the extent practicable 
the accompanying proposed amendments have been 
coordinated with the requirements of the revised FRS 
forms. The proposed FRS forms are subject to changes 
which may result from field tests of the proposed forms 
that FEA plans to conduct in the near future. The 
Commission will monitor these field tests and will 
coordinate its efforts in response to the EPCA with 
DOE’s continuing efforts to develop its FRS. 


It is necessary for the Commission to propose rules at 
this time for the matters addressed in this release, 
because the EPCA requires that the Commission assure 
development of accounting practices for oil and gas 
producers by December 22, 1977. Based on the current 
status of FRS, the Commission views its proposed rules 
as being consistent with the oil and gas production 
reporting requirements proposed by DOE. 


DOE is considering requiring the allocation of certain 
items of income and expense and assets and liabilities 
to oil and gas producing operations for which the 
Commission is not proposing accounting practices in 
the accompanying amendments. The Commission has 
based its proposed requirements on the concepts of 




















Statement No. 14 of the Financial Accounting 
Standards Board, ‘‘Financial Reporting for Segments of 
a Business Enterprise,’’ as discussed in Release No. 
33-5837. DOE plans to require in. FRS the disag- 
gregation of the vertically integrated operations of 
petroleum companies and the association of income tax 
expense and certain other items not required to be 
allocated to reportable segments by FASB Statement 
No. 14 with the disaggregated components of vertically 
integrated companies. A number of those responding to 
Release No. 33-5837 also supported the approach being 
considered by DOE and others were opposed to it. The 
Commission will further evaluate this issue in 
connection with its review of the field testing of the 
proposed FRS forms. 


Revisions to the Commission’s Present Disclosure 
Requirements 


In Release No. 33-5837, the Commission indicated 
that, in conjunction with its efforts in response to the 
EPCA, it was considering revisions to its existing 
disclosure requirements relating specifically to oil and 
gas producing operations. Certain revisions to the 
Commission’s present disclosure requirements will be 
necessary because of the disclosure of similar data, 
e.g., proved reserves, expected to be included in 
financial statements as a result of the FASB’s 
pronouncement on financial accounting and reporting 
by oil and gas producing companies. 


Many of the issues presented in Release No. 33-5837 
involved disclosures in filings under the Federal 
securities laws as opposed to reporting to DOE 
pursuant to the EPCA. At the suggestion of several of 
those who responded to Release No. 33-5837, the 
Commission has conciuded not to propose at this time 
revisions to its present disclosure requirements except 
for those to be made in financial statements. Revisions 
to the Commission’s present disclosure requirements 
for operating data related to oil and gas producing 
activities, i.e., those outside financial statements, will 
be proposed by the Commission for public comment 
after the issuance by the FASB of its Statement of 
Financial Accounting Standards relating to this area. 


SUBMISSION OF COMMENT LETTERS 


The Commission has received copies of all comment 
letters submitted in response to the FASB Exposure 
Draft. The accompanying proposed amendments and 
those in Release No. 33-5861 reflect to a large extent 
the disclosures proposed in the FASB Exposure Draft. 
It will not be necessary for those who have provided 
comments to the FASB to repeat those comments in 
their submissions to the Commission in response to 
this release. Copies of the comment letters to the 


FASB which are received by the Commission (from the 
FASB) will become part of the Commission’s public 
file for this rulemaking proposal. 


File S7-715 includes the public file for this rulemaking 
proposal and the rulemaking proposal reflected in Re- 
lease No. 33-5861. A bibliography of reference sources 
and other material related to the rulemaking proposals 
in this release and the rulemaking proposals in Release 
No. 33-5861 have been placed recently in Public File 
$7-715. For this reason, the period for submitting com- 
ments on Release No. 33-5861 has been extended to 
November 25, 1977, the expiration date for submission 
of comments on the proposals in this release. 


If, as expected, the FASB issues a Statement of Fin- 
ancial Accounting Standards on this subject prior to 
December 22, 1977, and the Commission determines to 
rely on that Statement in fulfilling its responsibilities 
under th EPCA, interested persons will have an op- 
portunity to provide additional comments on these 
issues prior to the adoption of rules by the 
Commission. 


DISCLOSURE IN SEC FILINGS 


The accompanying proposed amendments provide for 
the disclosure of certain data in financial statements 
included in SEC filings. In addition, as discussed 
below, the proposed amendments provide the 
accounting practices necessary to permit the compila- 
tion of data required by Section 503(c) of the EPCA for 
reporting to the DOE. 


The proposed disclosures in financial statements in- 
cluded in SEC filings are generally the same as those 
proposed in the FASB Exposure Draft. They include the 
following: 


A. Disclosure of oil and gas reserves 


Paragraph (1) of the proposed §210-3-18(i) provides for 
the disclosure of information on quantities of proved 
oil and gas reserves. The proposed disclosures are 
identical to those contained in paragraphs 44-50 of the 
FASB Exposure Draft. Because of the inherent sub- 
jectivity pertaining to estimates of oil and gas 
quantities other than proved reserves, the Commission 
is proposing that the required disclosures of reserves 
be limited to those meeting the Commission’s 
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definition of proved reserves. The FASB Exposure 
Draft proposed adoption of the Commission’s 
definition of proved reserves. 


At the present time, the Commission’s definition of 
proved oil and gas reserves set forth in its Releases No. 
33-5706 (41 FR 21764), as discussed in Release No. 
33-5837, applies to the proposed amendments. The 
Commission’s staff is participating in a Federal inter- 
agency task force working with the DOE to develop a 
uniform definition of oil and gas reserves for use in re- 
porting to the various Federal agencies. This project is 
scheduled to be completed prior to the end of 1977. As 
aresult of this project, the Commission is likely to pro- 
pose amendments to its existing definition of proved 
oil and gas reserves; however, the Commission’s de- 
finition of proved reserves is not expected to be 
changed significantly. 


Registrants are currently required to disclose quanti- 
ties of proved reserves in filings with the Commission 
but not as part of financial statements. The Com- 
mission considers that the disclosures of reserves in 
financial statements in the format proposed by the 
FASB represents a significant improvement over the 
Commission&’ present disclosure requirements. The 
Commission’s present requirements will be amended 
at a later date, as discussed above, so that they will be 
compatible with the disclosures in financial state- 
ments ultimately adopted by the FASB. 


B. Disclosure of capitalized costs 
As discussed below, in Paragraph (3) of the proposed 


§210.3-18(i), the Commission proposes to require dis- 
closure of costs incurred in oil and gas producing 





*The Commission’s definition of proved reserves, 
adopted in Release No. 33-5706, expressly limits esti- 
mates of reserves to those which are commercially 
recoverable at current prices and costs. In Releases 
No. 33-5837 and No. 33-5861, the Commission indi- 
cated that “current prices include consideration of 
changes in exjsting prices provided by contractual 
arrangements, by law, or by regulatory agencies, where 
applicable, and for changes in prices for gas to be pro- 
duced subsequent to termination or expiration of 
existing contracts, which latter prices should be based 
on current prices plus escalation for similar production 
subject to the entity’s or other entities’ recent con- 
tracts.” The “escalation” referred to in these releases is 
limited to specific escalation provisions in recent con- 
tracts. Escalations to reflect future price expectations 
are not permitted. 
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activities to be classified by function, by major geo- 
graphic area, and by an indication whether the costs 
are capitalized or charged to expense as incurred. Dis- 
closure of depreciation, depletion, amortization, and 
valuatign provisions classified by major geographic 
area is also proposed. 


In Paragraph (2), the Commission proposes that the 
capitalized costs relating to oil and gas producing 
activities, together with the aggregate amount of re- 
lated accumulated depreciation, depletion, amortiza- 
tion, and valuation allowances, be disclosed by 
specified asset categories and classified by the major 
geographic areas in which the registrant has 
operations. 


The FASB Exposure Draft proposes to require the dis- 
closure of the aggregate amount of capitalized costs 
relating to oil and gas producing activities and the ag- 
gregate amount of related accumulated depreciatior, 
depletion, amortization, and valuation allowances. The 
FASB also indicated that, pursuant to paragraph 5 of 
APB Opinion No. 12, separate disclosure of the 
amount of capitalized costs for certain asset categories 
often may be appropriate. 


The Commission believes that capitalized costs 
associated with proved properties and unproved 
properties should be presented separately to facilitate 
relating capitalized costs with the disclosure of data on 
oil and gas reserves. While the Commission is pro- 
posing more specific disclosure requirements than the 
FASB for the presentation of capitalized costs relating 
to oil and gas activities, it considers the proposed dis- 
closures to be consistent in concept with those 
proposed in the FASB Exposure Draft. 


C. Disclosure of costs incurred in oil and gas 
producing activities 


Paragraph (3) of the accompanying proposed §210.3- 
18(i) contains the disclosure requirements for costs in- 
curred related to the production of crude oil and natural 
gas. The EPCA provides for “[t]he separate calculation 
of capital, revenue, and operating cost information 
pertaining to — (A) prospecting, (B) acquisition, (C) 
exploration, (D) development, and (E) produc- 
tion. 


This classification of information corresponds with the 
description in “ARS No. 11” of the five operational 
phases or functions in the process of finding and re- 
covering minerals. The Commission has observed that 
the existing and proposed data reporting systems for 
oil and gas producing activities, including the 
proposed FRS, are based on a functional classification 
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comprised of three major functions: (1) exploration, (2) 
development, and (3) production. In this functional 
classification scheme, costs of prospecting and 
acquiring unproved properties are components of ex- 
ploration costs and costs of acquiring proved 
properties are components of development costs. 


Existing accounting systems are not designed 
generally to accumulate the exploration costs which 
would fall within the definition of prospecting costs. 
Classifying certain types of operations, such as geo- 
logical and geophysical studies, as “prospecting” as 
opposed to “exploration” would be difficult in practice; 
and the usefulness of the data which wouid be reported 
based on arbitrary classification guidelines is 
questionable. For example, major geological and geo- 
physical studies are often begun prior to acquisition of 
property rights to evaluate an area of interest and then 
continue after property rights are acquired to locate the 
most promising sites to drill exploratory wells. 


In order to report prospecting costs, the Commission 
has concluded that the use of an arbitrary guideline 
would be necessary, namely, to define prospecting 
costs as those exploration costs incurred in an area of 
interest prior to the acquisition of an unproved 
property. While compiling costs on this basis is 
possible, the Commission does not consider that the 
prescription of such a reporting burden would be either 
practicable or appropriate. The costs of compliance are 
not warranted when compared with the usefulness of 
the data which would be reported. Accordingly, the 
Commission is not proposing that prospecting costs 
be disclosed separately in financial statements 
included in Federal securities law filings. As discussed 
below, DOE plans to collect costs segregated by a 
number of subcategories (including geological and 
geophysical costs) of the three basic functions. 


No respondents to Release No. 33-5837 supported the 
separate disclosure of prospecting costs, and the 
Federal agencies with which the Commission has con- 
sulted in accordance with its responsibilities under the 
EPCA have advised the Commission that the reporting 
of prospecting costs is not needed for regulatory 
analysis. 


The proposed amendments have been structured to be 
compatible with the disclosure requirements of the 
FASB Exposure Draft. As proposed therein, dis- 
closures in financial statements filed with the Com- 
mission would include the total costs incurred during 
the fiscal period, whether the costs are capitalized or 
charged to expense at the time they are incurred, and 
would be classified as follows: 


(a) Property acquisition costs. 


(b) Exploration costs. 
(c) Development costs. 
(d) Production costs. 


Appendix 1 provides detailed descriptions of the types 
of costs to be included in the above categories. The 
subcategories of costs included in Appendix 1 are 
provided (1) to describe the components of costs to be 
included in the four categories presented above and (2) 
to indicate the definitions and guidelines for the sub- 
categories of costs which may be required to be 
reported to DOE. In the proposed FRS, costs are re- 
quired to be reported according to subcategories 
similar to those presented in Appendix 1. 


Appendix 1 is arranged by the three major functions 
involved in oil and gas producing activities, as dis- 
cussed above. In Appendix 1, property acquisition 
costs for unproved properties are included in explora- 
tion costs and property acquisition costs for proved 
properties are included in development costs. This 
presentation accords with the reporting of those costs 
in the proposed FRS. For purposes of financial state- 
ments to be included in filing with the SEC, property 
acquisition costs are to be reported separately from 
other exploration and development costs. 


The costs to be assigned to the major functions, as 
proposed in §210.3-18(i)(3), would include all costs 
which would be classified as (a) operating expenses 
(other than depreciation, depletion, amortization, and 
valuation expense) and (b) identifiable assets of an 
industry segment under the provisions of the FASB’s 
Statement of Financial Accounting Standards No. 14, 
“Financial Reporting for Segments of a Business 
Enterprise.” Statement No. 14 does not require, and 
the Commission is not proposing to require or prohibit, 
that oil and gas producing activities be treated as an 
industry segment in the disclosure of segment data in 
financial statements by enterprises engaged in 
integrated petroleum operations. The concepts of 
FASB Statement No. 14 are used solely to define which 
costs should be reported in the tabulation of costs pro- 
posed in §210.3-18(i)(3). 


FASB Statement No. 14 describes operating expenses 
as all expenses related to both revenue from sales to 
unaffiliated parties and to intersegment sales or trans- 
fers. Operating expenses may include expenses not 
directly traceable to an industry segment but excludes 
general corporate expenses, interest expense, and 
income taxes. The nature of an expense rather than the 
location of its incurrence determines whether it is an 
operating expense; accordingly, some expenses in- 
curred at an enterprise’s central administrative office 
may not be general corporate expenses. Costs of the 
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identifiable assets of an industry segment, according 
to FASB Statement No. 14, include those tangible and 
intangible enterprise assets that are used by the 
industry segment. Costs of assets maintained for 
general corporate purposes (i.e., those not used in the 
operations of any industry segment) would not be 
allocated to an industry segment or to oil and gas 
producing activities. 


Paragraph (3) of the accompanying amendments 
proposes the following disclosures of costs incurred in 
oil and gas producing activities in addition to those 
proposed in the FASB Exposure Draft: 


1. Separate disclosure of property acquisition costs 
for proved properties, if material; 


2. Separate disclosure of the amounts of costs 
incurred in oil and gas producing activities, classified 
by the specified categories, which are capitalized and 
which are charged to expense as incurred; 


3. Disclosure of the investor’s share of its investees’ 
capitalized costs and costs incurred to oil and gas 
producing activities, if significant quantities of proved 
hydrocarbon reserves owned by investees and if its 
investment in such investees is accounted for by the 
equity method; and 


4. Disclosure of the estimated current cost to 
complete development of proved hydrocarbon re- 
serves. 


The Commission believes that the costs of acquiring 
proved properties, if significant, should be disclosed 
separately from the costs to acquire unproved 
properties, because of the significant economic dif- 
ferences in the nature of these costs. 


The separate disclosure of costs capitalized and costs 
charged to expense as incurred is proposed to permit 
relating the disclosure of costs incurred in oil and gas 
producing activities with the balance sheet and the 
income statement of the enterprise. 


The proposal to require disclosure, where significant, 
of investees’ capitalized costs and costs incurred in oil 
and gas producing activities was included because the 
Commission believes that these disclosures are 
needed to permit relating such costs to proved hydro- 
carbon reserves. This proposal is an amplification of 
the FASB’s proposed disclosure of an explanation if 
the inclusion of investees’ reserves significantly 
affects an understanding of the relationship between 
(a) reserve quantities and (b) either total capitalized 
costs or cost incurred in oil and gas producing 
activities. 
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Similarly, the proposal to require disclosure of the 
estimated current costs to complete development of 
proved reserves, where future development costs are 
significant, is considered by the Commission to be 
useful to investors in obtaining an understanding of 
the relationship between proved hydrocarbon reserves 
and the costs of developing such reserves. The FASB 
proposes that an explanation be provided if important 
economic factors or uncertainties affect particular 
components of proved hydrocarbon reserves. The 
Commission’s proposed rules are more specific with 
regard to development costs than the disclosure pro- 
posed by the FASB. It should be noted that the Com- 
mission’s proposal does not require estimates of future 
inflation and similar future economic events in de- 
veloping the data to be disclosed, since the estimates 
are to be based on the current costs to perform the 
development activities. The objective of the Com- 
mission’s proposal is to provide information which will 
assist investors in assessing the current costs of 
finding and developing reserves. 


D. Revenues from oil and gas production 


As stated above, the accompanying proposed amend- 
ments do not require in filings with the Commission 
the disaggregation of the vertically integrated opera- 
tions of an enterprise, consistent with FASB Statement 
No. 14. However, the EPCA requires that revenues from 
oil and gas producing activities (including sales and 
transfers to affiliates and to other operations of the 
reporting entity) be reported to the DOE.” In addition, 
certain registrants of the Commission have in the past 


voluntarily disclosed revenues from oil and gas 
producing operations. 
Paragraph (4) of the accompanying amendments 


includes the accounting practices to be applied when- 
ever revenue from oil and gas production is required to 
be reported to the DOE or when such revenue is 
voluntarily disclosed in filings with the Commission 
under the Federal securities laws. 


EPCA ACCOUNTING PRACTICES 


As previously discussed, the accompanying proposed 
amendments also provide the accounting practices for 





°The Commission stated in Release No. 33-5837 that 
no practicable basis could be identified to allocate 
revenues on a functional basis other than the compila- 
tion of revenues from oil and gas production 
operations. 
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the compilation of data required by Section 503 of the 
EPCA for reporting to the DOE. These data are ex- 
pected to be collected by the DOE using reporting 
forms which will either incorporate or specifically refer 
to the accompanying proposed amendments for 
particular data elements to be collected. The data ad- 
dressed in the accompanying amendments do not 
reflect all data which DOE may consider necessary to 
collect pertaining to oil and gas production; rather, the 
data addressed represents specific requirements of the 
EPCA. 


In Release No. 33-5837, the Commission noted that 
Section 503(c) of the EPCA requires that the following 
data be compiled and reported to DOE: 


(a) A tabulation of costs by function, including those 
charged to expense as incurred as well as those 
capitalized. 

(b) Disclosure of revenues from oil 
production. 


and gas 


(c) Disclosure of oil and gas reserves. 
(d) Disclosure of operating statistics. 


(e) A classification of financial statement data by 
function—which would involve reporting financial 
statement data according to exploration, development 
and production activities to facilitate interpreting the 
physical results shown by reserves and other operating 
Statistics. 


The following paragraphs reference these requirements 
of the EPCA to the appropriate sections of accom- 
panying proposed amendments: 


(a) Tabulation of Costs by Function 


Paragraph (3) and Appendix 1 provide the accounting 
practices for the reporting of costs incurred in oil and 
gas producing activities, whether such costs are 
capitalized or charged to expense as incurred. (See the 
discussion at C above.) 


(b) Disclosure of Revenues from Oil 
Production 


and Gas 


Paragraph (4) provides the accounting practices for the 
reporting of revenues from production of oil and gas. 
(See discussion at D above.) 


(c) Disclosure of Oil and Gas Reserves 


Paragraph (1), as discussed at A above, requires the 
disclosure of information on proved oil and gas 
reserves. Section 503(c) of the EPCA provides for the 
“. . . disclosure of reserves and operating activities, 
both domestic and foreign, to facilitate evaluation of 
financial effort and result . . .” For purpose of filings 
with the Commission, the Commission is proposing 
disclosure of information on hydrocarbon reserves 
which is identical to that proposed in the FASB Ex- 
posure Draft. 


DOE is considering whether it will require the presenta- 
tion of changes in hydrocarbon reserves in more detail 
than that proposed by the FASB and whether it will 
require the reporting of estimates of oil and gas other 
than proved reserves. The Federal inter-agency task 
force on hydrocarbon reserves, referred to previously, 
is considering guidelines for the estimation of quanti- 
ties of oil and gas which do not meet the engineering 
criteria for classification as proved reserves. The Com- 
mission’s staff is participating in this effort and will 
consider whether the conclusions reached by that task 
force for DOE reporting have any implications for the 
Commission’s disclosure rules. 


(d) Disclosure of Operating Statistics 


The Commisison in its Release No. 33-5706 (41 FR 
21764) adopted requirements for the disclosure of 
certain operating statistics in filings under the Federal 
securities laws. The proposed FRS contains require- 
ments for reporting similar operating statistics to DOE. 


Substantial public comments in response to solicita- 
tions by the Commission and by the FASB have been 
received on the reporting of operating statistics. These 
responses have been provided to the DOE for its con- 
sideration in connection with its designing of the 
proposed FRS.® 





*Consistent with the FASB Exposure Draft, the Com- 
mission is not proposing that operating statistical 
data, other than oil and gas reserves, be disclosed in 
financial statements. In. connection with the Com- 
mission’s planned revisions to the disclosure 
requirements for filings under Federal securities law, 
as discussed previously, the Commission will 
consider whether amendments to its existing require- 
ments for the disclosure of such statistical data out- 
side financial statements are appropriate. 
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(e) Classification of Financial Statement Data by 
Function 


Paragraph (2), as discussed at B above, provides the 
accounting practices for the classification of certain 
financial data relating to oil and gas production. As 
indicated above, DOE in its FRS is considering 
requiring that certain other financial statement items 
be allocated to the oil and gas producing function. 


OTHER MATTERS 


The following additional matters of information are 
provided: 


A. Effective date 


The accompanying proposed amendments would 
become effective for fiscal years beginning after June 
15, 1978, the same effective date proposed in the FASB 
Exposure Draft and in Release No. 33-5861. 


B. Geographic reporting 


For purposes of preparing financial statements to be 
included in filings under the Federal securities laws, 
the proposed amendments reflect the geographic 
reporting requirements proposed in the FASB 
Exposure Draft, i.e., separate reporting for (a) the 
reporting person’s home country and (b) each foreign 
geographic area in which significant reserves are 
located (or in which significant costs had been in- 
curred if no reserves had been discovered). Foreign 
geographic areas are individual countries or groups of 
countries as appropriate for meaningful disclosure in 
the circumstances. 


It is contemplated that the FRS will specify geographic 
areas for which data are to be reported to the DOE. 


C. Quarterly reporting 


The DOE will design a reporting system to collect data 
on a quarterly basis. The proposed amendments will 
apply to these quarterly reports to be filed with the 
DOE in accordance with the instructions to such 
reports. 


D. Proposed management's analysis of oil and gas 
operations 


Comments were solicited in Release No. 33-5837 on 
whether the Commission should require a narrative 
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analysis of oil and gas producing activities, focusing 
on estimates of reserves and the current costs of 
finding and developing reserves. Since such an 
analysis would be part of the disclosures outside 
financial statements in filings with the Commission, 
no requirement of this nature is contained in the 
accompanying proposed amendments. 


E. Use of schedules for oil and gas disclosures in 
filings with the SEC 


The Commission considered but concluded not to 
require uniform schedules for disclosures relating to 
oil and gas operations in filings with the Commission. 
Many responders to Release No. 33-5837 opposed such 
requirement, because it would militate against 
meaningful disclosure in certain cases. Registrants 
may use the schedules filed with the DOE as part of 
their filings with the Commission, if they so desire, 
provided all the data required by the Commission’s 
disclosure rules are included. 


F. Data for past years 


in Release No. 33-5837, comments were solicited on 
the need for and the availability of comparative data on 
oil and gas producing activities for past years. The 
consensus of those responding was that data for 
several years are required for analytical purposes. The 
DOE is planning to collect certain historical operating 
data in connection with its FRS. The Commission will 
consider this issue further in connection with the 
future amendments to its disclosure requirements for 
filings under the Federal securities laws. 


G. Present value data 


In Release No. 33-5878, issued concurrently with this 
release, the Commission is proposing a new §210.3- 
18(j), to require the disclosure of certain data relating 
to proved oil and gas reserves, including information 
on the present value of estimated future production of 
proved oil and gas reserves. 


H. Effect on competition 


In Release No. 33-5861, the Commission indicated that 
it had reviewed the submissions to the FASB con- 
cerning the potential impact on competition resulting 
from the proposed selection of a method of accounting 
and invited additional comments from_ interested 
persons on this issue. Pursuant to Section 23(a)(2) of 
the Securities Exchange Act [15 U.S.C. 78w], the 
Commission is considering the impact on competition 
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of the proposals in Release No. 33-5861 and in this 
release and specifically invites comments with respect 
to the impact on competition of these proposals, if 
addopted. 


COMMISSION ACTION: The Commission hereby 
proposes to amend 17 CFR Part 210 by the addition of 
the new paragraph (i) to the proposed §210.3-18 (See 
Release No. 33-5861 [42 FR 44972]) as presented 
below: 


§210.3-18 Financial accounting and reporting for oil 
and gas producing activities. 


This section prescribes financial accounting and 
reporting standards (1) for registrants of the Com- 
mission which are engaged in oil and gas producing 
activities in filing registration statements and reports 
under the Federal securities laws and (2) for all persons 
engaged, in whole or in part, in the production of crude 
oil or natural gas in the United States in filing reports 
with the Department of Energy pursuant to Section 
11(c) of The Energy Supply and Environment Coordina- 
tion Act of 1974, as amended by Section 505 of the 
Energy Policy and Conservation Act of 1975. Except for 
the disclosures specified in paragraph (i) below, these 
standards do not apply to the oil and gas producing 
activities of a regulated oil and gas producing company 
that are subject to individual-company-cost-of-service 
rate-making. 


(i) Disclosure of financial and operating data. The 
following financial and operating data shall be dis- 
closed in the body of financial statements prepared 
and presented in accordance with generally accepted 
accounting principles, in the notes thereto, or in a 
separate schedule that is an integral part of the 
financial statements. The data may be presented 
outside the financial statements, provided they are 
made an integral part of the financial statements 
through appropriate cross-references between the 
financial statements and the sections of reports or 
filings where the required data are provided. 


The following standards shall also apply to the 
reporting of financial data where such data are 
specifically required to be reported to the Department 
of Energy pursuant to Section 11c of the Energy Supply 
and Environmental Coordination Act of 1974 (Public 
Law 94-319), as amended by Section 505 of the Energy 
Policy and Conservation Act of 1975 (Public Law 
94-163). 


(1) Disclosure of estimated quantities of proved oil 
and gas reserves. Net quantities of proved reserves 


and proved developed reserves of crude oil (including 
condensate and natural gas liquids) and natural gas 
shall be reported as of the beginning and the end of 
each year for which financial statements are presented. 
“Net” quantities of reserves include those relating to 
the operating and non-operating interests in properties 
as defined in paragraph (b)(1) of this §210.3-18.° 


Changes in the net quantities of proved reserves of oil 
and gas during each year for which financial state- 
ments are presented shall be reported. Changes re- 
sulting from each of the following shall be separately 
shown: 


(i) Revisions of previous estimates. Re- 
visions represent changes in previous 
estimates of proved reserves, either upward 
or downward, resulting from new informa- 
tion normally obtained from development 
drilling and production history or resulting 
from a change in economic factors. Re- 
visions do not include changes in reserve 
estimates resulting from increases in 
proved acreage or from improved recovery 
techniques. 

(ii) Purchases of minerals-in-place. 

(iii) Other additions to reserves. Other ad- 
ditions to proved reserves result from (A) 
extension of the proved acreage of pre- 
viously discovered (old) reservoirs through 
additional drilling in periods subsequent to 
discovery, (B) discovery of new fields with 
proved reserves or of new reservoirs of 
proved reserves in old fields, and (C) ap- 
plication of improved recovery techniques. 


(iv) Production. 


(v) Sales of minerals in place. 


If the reporting entity’s proved reserves of oil and gas 
are located entirely within its home country, that fact 
shall be disclosed. If some or all of its proved reserves 
are located in foreign countries, the disclosures of net 
quantities of reserves of oil and of gas and changes in 
them (as required above) shall be separately reported 
for (i) the entity’s home country (if significant reserves 
are located there) and (ii) each foreign geographic area 
in which significant reserves are located. Foreign geo- 
graphic areas are individual countries or groups of 
countries, as appropriate, for meaningful disclosure in 
the circumstances. 





"See Release No. 33-5861 [42 FR 44972]. 
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Net quantities disclosed shall not include oil or gas 
subject to purchase under long-term supply, purchase, 
or similar agreements and contracts, including such 
agreements with foreign governments or authorities. 
However, quantities of oil or gas subject to such agree- 
ments with foreign governments or authorities as of 
the end of each year for which financial statements are 
presented, and the net quantity of oil and gas subject 
to such agreements with foreign governments or 
authorities as of the end of each year, shall be 
separately disclosed if the reporting entity participates 
in the operation of the properties in which the oil or gas 
is located or otherwise serves as the “producer” of 
those reserves, as opposed, for example, to being an 
independent purchaser, broker, dealer, or importer. 


In reporting quantities of oil and gas reserves and 
changes in them, oil reserves (which include con- 
densate and natural gas liquids) shall be stated in 
barrels, and gas reserves in multiples of cubic feet, 
i.e., MCF, MMCF, or BCF. 


In determining the reserve quantities to be reported: 


(i) If consolidated financial statements are 
issued, 100 percent of the net reserve 
quantities attributable to the parent com- 
pany and 100 percent of the net reserve 
quantities attributable to its consolidated 
subsidiaries (whether or not wholly owned) 
shall be included. 


(ii) If the financial statements include 
investments that are accounted for by the 
equity method or that are proportionately 
consolidated, the investor’s reserve quanti- 
ties shall include the investor’s share of the 
investee’s net oil and gas reserves. 


If important economic factors or significant un- 
certainties affect particular components of proved 
reserves, explanation shali be provided (see Paragraph 
(3) below for disclosure of costs to develop proved 
reserves). Examples include unusually high expected 
development or lifting costs; the necessity to build a 
major pipeline or other major facilities before 
production of the reserve can begin; or contractual 
obligations to produce and sell a significant portion of 
reserves at prices that are substantially below those at 
which the oil or gas Could otherwise be sold in the 
absence of the contractual obligation. 


(2) Disclosure of capitalized costs. The aggregate 
amount of capifalized costs relating to oil and gas 
producing activities and the aggregate amount of the 
related accumulated depreciation, depletion, amortiza- 
tion, and valuatior allowances shall be reported as of 
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the end of each period for which financial statements 
are presented. In addition, the aggregate amount of 
capitalized costs and the aggregate amount of the 
related accumulated depreciation, depletion, amortiza- 
tion and valuation allowances shall be reported as of 
the end of each period for which financial statements 
are presented for each of the following asset cate- 
gories, with separate presentation for each geographic 
area for which quantities, of proved reserve are 
presented in accordance with Paragraph (1): 


(i) Capitalized costs related to unproved 
properties, with costs of mineral interests in 
properties and other costs reported separa- 
tely, if significant; and 


(ii) Capitalized costs related to proved 
properties with the costs of the following 
reported separately, if significant: 


—Mineral interests in properties; 


—Wells and related equipment and facilit- 
ies; 


—Support equipment and facilities; 


and 


—Uncompleted wells, equipment and facil- 
ities. 


See Paragraph (3) for disclosures relating to the re- 
porting entity’s share of capitalized costs incurred by 
its investees when the equity of method of accounting 
is followed. 


If a regulated oil and gas producing company that is 
subject to individual-company-cost-of-service rate- 
making and that follows an accounting policy that 
involves capitalizing or amortizing costs on a basis dif- 
ferent from that otherwise required by this §210.3-18, 
the financial statements of that company shall disclose 
the nature and amount of the difference between (i) the 
amount of costs (net of accumulated depreciation, 
depletion and amortization) capitalized in conformity 
with its accounting policy at the end of each period for 
which financial statements are presented and (ii) the 
amount of costs (net of accumulated depreciation, de- 
pletion, and amortization) that otherwise would be 
capitalized in conformity with this §210.3-18. 


(3) Disclosure of costs incurred in oil and gas 
producing activities. The financial statements shall 
disclose the amounts of each of the following types of 
costs for each year for which financial statements are 
































presented (whether those costs are capitalized or 
charged to expense at the time they are incurred): 


(i) Property acquisition costs (disclose 
separately the costs of acquiring proved 
properties, if significant). 


(ii) 


Exploration costs. 
(iii) Development costs. 


(iv) Production (lifting) costs. 


Exploration, development, and production costs 
include depreciation of support equipment and faci- 
lities used in those activities rather than the ex- 
penditures to acquire support equipment and facilities. 
Production (lifting) costs do not include depreciation, 
depletion, and amortization of capitalized acquisitions, 
exploration, and development costs. 


If some or all of those costs are incurred in foreign 
countries, the amounts shall be disclosed separately 
for each of the geographic areas for which quantities of 
proved reserves are disclosed in accordance with Para- 
graph (1). 


For each of the above categories, the amount of total 
costs capitalized and the amount charged to expense 
at the time they are incurred shall be stated separately. 


Disclose depreciation, depletion, and amortization of 
capitalized costs relating to oil and gas producing 
activities and valuation provisions relating to unproved 
properties, presented separately for each of the geo- 
graphic areas for which proved reserve quantities are 
disclosed in accordance with Paragraph (1). 


Net quantities of reserves to be reported in conformity 
with Paragraph (1) include the reporting entity’s share 
of the reserves of its investee companies. If the quanti- 
ties of reserves disclosed include significant quantities 
of reserves attributable to investees, disclosure shall 
be made of the investor’s share of its investee’s 
capitalized costs and costs incurred in oil and gas 
producing activities, unless the investees’ costs are in- 
cluded in the investor’s costs because of its use of the 
proportionate consolidation method of accounting for 
its investment. 


lf future costs to be incurred in developing proved re- 
serves are significant, as of the end of each year for 
which financial statements are presented, disclose for 
each geographic area for which quantities of proved 
reserves are disclosed an estimate of the current costs 
(as of the balance sheet date) which would be required 
to complete development of the proved reserves. 


(4) Revenues from oil and gas producing activities. 
When revenues of oil and gas producing activities are 
reported to the Department of Energy pursuant to the 
Energy Policy and Conservation Act of 1975, and if 
such revenues are reported in filings with the 
Securities and Exchange Commission, the following 
accounting practices shall be applied to reporting 
revenues from sales or transfers of production of oil 
and gas: 


(i) Sales to unaffiliated persons shall be 
included in revenues at the amount received 
in sales transactions attributable to net 
working interests, royalty interests, oil pay- 
ments interests (when the reporting person 
previously recognized such oil payments as 
purchases), net profits interests, etc. of the 
reporting person. Production or severance 
taxes should not be deducted from 
revenues. Royalty payments, disburse- 
ments on production payments previously 
accounted for as sales, and net profits dis- 
bursements should be excluded from 
revenues. 


(ii) Sales and transfers to unconsolidated 
affiliated persons and to other operations 
(such as refining, chemical plants, etc.) of 
the reporting person shall be accounted for 
in the same manner as described above at (i) 
except that such sales and transfers shall be 
valued at estimated market prices of com- 
parable products using posted field prices, 
where applicable, or amounts estimated to 
represent prices equivalent to those which 
could be obtained in a competitive arm’s 
length market environment, giving recogni- 
tion to transportation costs, quality dif- 
ferences, and arrangements with and 
regulations of governments. 


These amendments shall be effective for financial 
statements for fiscal years beginning after June 15, 
1978, and for interim periods within those fiscal years, 
although earlier application is encouraged. Accounting 
changes adopted to conform to the provisions of these 
amendments shall be made retroactively by restating 
the financial statements of prior periods. Financial 





°*See paragraph (g)(3)(i) of the proposed §210.3-18 in 
Release No. 33-5861 [42 FR 44972] which corresponds 
with paragraph 41a of the FASB Exposure Draft. 
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statements for the fiscal year in which these amend- 
ments are first applied, and for interim periods of that 
year, shall disclose the nature of those accounting 
changes and their effect on income before extra- 
ordinary items, net income, and related per share 
amounts for each period restated. 


These amendments are proposed to be adopted 
pursuant to authority in Sections 6, 7, 8, 10 and 19(a) 
[15 U.S.C. 77f, 77g, 77h, 77j, 77s] of the Securities Act 
of 1933; Sections 12, 13, 15(d), and 23(a) [15 U.S.C. 
78/, 78m, 780(d), 78w] of the Securities Exchange Act 
of 1934; Sections 5(b), 14, and 20(a) [15 U.S.C. 79e, 
79n, 79t] of the Public Utility Holding Company Act of 
1935; and Section 503(b)(2) [Public Law 94-163] of the 
Energy Policy and Conservation Act of 1975. 


By the Commission. 
George A. Fitzsimmons 


Secretary 


October 26, 1977 





APPENDIX NO. 1 


Classification of Costs 


For purposes of reporting costs' to be reported by 
function pursuant to the proposed §210.3-18(i)(3), the 
following guidelines are provided: 


a. Exploration costs 


Exploration involves (i) identifying areas that may 
warrant examination and: (ii) examining specific areas 
that show prospects of containing oil and gas reserves, 
including drilling exploratory wells. Exploration costs 
are incurred both before acquiring the related property 
(sometimes referred to in part as prospecting costs) 
and after acquiring the property. 





‘All costs reported should be costs relating to net 
working interests owned by reporting persons in all 
properties whether operated by the person or by other 
persons. 
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Exploration costs also include the costs to acquire un- 
proved properties? Such costs include all costs in- 
curred to purchase, lease, or otherwise acquire an un- 
proved property. They include the costs of lease 
bonuses and options to purchase or lease properties, 
the portion of costs applicable to minerals when land 
including mineral rights is purchased in fee, brokers’ 
fees, recording fees, legal costs, and other direct costs 
in acquiring unproved properties. 


Exploration costs, including depreciation of support 
equipment and facilities? and other costs directly 
identifiable with exploration activities, are: 


1. Costs of topographical, geological, and 
geophysical studies, rights of access to 
properties to conduct those studies, and 
salaries and other expenses of geologists, 
geophysical crews, and others conducting 
those studies. Collectively, those are 
sometimes referred to as geological and 
geophysical or “G & G” costs. 


2. Costs of carrying and retaining un- 
developed properties, such as delay rentals, 
ad valorem taxes on the properties, legal 
costs for title defense, and the maintenance 
of land and lease records. 





?The FASB Exposure Draft and the accompanying 
proposed §210.3-18(i)(3) propose to require the dis- 
closure of property acquisition casts for proved and 
unproved properties separately from exploration, 
development, and production costs. DOE contem- 
plates the separate reporting of property acquisition 
costs for unproved properties and for proved proper- 
ties as subcategories of exploration costs and of 
development costs, respectively. 


3 Support equipment and facilities used in oil and gas 
producing activities include seismic equipment, 
drilling equipment, construction and grading equip- 
ment, vehicles, repair shops, warehouses, supply 
points, camps, and division, district, or field offices. 
Some support equipment or facilities are acquired or 
constructed for use exclusively in a single activity— 
exploration, development, or production. Other equip- 
ment or facilities may serve two or more of those 
activities and may also serve transportation, refining, 
and marketing activities. To the extent that the 
support equipment and facilities are used in oil and 
gas producing activities, their depreciation becomes 
an exploration, development, or production cost, as 
appropriate. 




















3. Costs of drilling and equipping ex- 
ploratory wells. 


Specifically, exploration costs include all costs in- 
curred for the following: 


—Acquisition of unproved properties 
—Drilling and equipping exploratory wells” 
—Lease rentals and related expenditures 
—Geological and geophysical 
—cContributions toward test wells 

—Land department, leasing, and scouting 


—Other, including overhead 


Exploration costs include the following subcategories 
of costs: 


1. Acquisition of unproved properties. Costs incurred 
during the year for acquiring unproved properties, 
including lease bonuses, advance initial rentals which 
are in the nature of a bonus, and any other outlays 
necessary to acquire leases, mineral rights, and fee 
lands incident to oil and gas exploration. 


2. Drilling and Equipping Exploratory Wells and Dry 
Holes. Include all costs incurred during the period 
(reduced by the amount of outside cash contributions 
such as bottom hole or dry hole) for drilling exploratory 
wells which include successful wells and dry holes 
completed during the period and exploratory wells in- 
progress at the end of the period. Include: (a) costs of 
casing, tubing, and wellhead fittings associated with 
exploratory wells; (b) costs of roads, grading, etc.; (c) 
costs of drilling platforms; and (d) all other ex- 
penditures incident to exploratory drilling. Reduce 
costs of exploratory dry holes by salvage of equipment 
capable of re-use. 


3. Lease Rentals and Related Expenditures. 


Include costs incurred during the year for lease rentals 
and other costs of carrying leases, such as shut-in 
royalties and any similar payments. 


4. Geological and Geophysical. Include all costs in- 
curred for geological and geophysical exploration. In- 
clude costs of capital equipment identifiable with G & 
G and for core drilling (such as some types of slim hole 
Stratigraphic tests) where the intention in advance of 
drilling is not to complete the well as a producing well, 
and/or when such tests are drilled in such manner that 
productive completion is not possible. 


5. Contributions Toward Test Wells. Include all con- 
tributions toward test wells, including dry hole money, 
bottom hole money, etc. Do not include the cost of 
acreage contributions. 


6. Land Department, Leasing and Scouting. 


Include all land department, scouting, and leasing 
costs in addition to those included in property ac- 
quisition costs as described above. 


7. Other, Including Direct Overhead. Include all costs 
for oil and gas, whether such costs are capitalized or 
expensed on the books of account. Include ex- 
penditures for exploratory capital equipment con- 
structed or purchased. Include direct overhead, es- 
pecially at district and field levels, where such over- 
head can be identified with the exploratory function 
(e.g., district supervisory salaries; ad valorem taxes on 
nonproducing leases; and taxes on buildings and 
equipment used for exploratory purposes) and other 
exploration overhead costs which cannot be directly 
identified with specific exploratory activities under- 
taken during the year.° Do not include exploratory 
costs not specifically directed to oil and gas operations 








*The definition of an exploratory well is provided at 
§210.3-18(a)(9); see Release No. 33-5861 [42 FR 
44972]. 


SOverhead, including general and administrative 

costs such as salaries and office expenses and 
depreciation charges for office buildings, applicable 
to oil and gas producing activities but not directly 
identified with a specific function should be allocated 
among the functions on a reasonable basis. Such 
overhead would be included in operating expenses as 
that term is defined in FASB Statement of Financial 
Accounting Standards No. 14, “Financial Reporting 
for Segments of a Business Enterprise.” Statement 
No. 14 requires that operating expenses that are not 
directly traceable to an industry segment be allocated 
on a reasonable basis among those industry segments 
for whose benefit the expenses were incurred. 
Methods used to allocate operating expenses should 
be consistently applied from period to period (but, if 
changed, disclosure shall be made of the nature and 
the effect of the change in the period of change.) 
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such as for mined sulfur, oil shale, uranium, or other 
minerals. 


b. Development costs 


Development costs are incurred to obtain access to 
proved reserves to provide facilities for extracting, 
treating, gathering and storing the oil and gas. More 
specifically, development costs, including deprecia- 
tion of support equipment and facilities and other 
costs directly identifiable with development activities, 
are costs incurred to: 


1. Gain access to and prepare well loca- 
tions for drilling, including surveying well 
locations for the purpose of determining 
specific development drilling sites, clearing 
ground, draining, road building, and re- 
locating public roads, gas lines, and power 
lines, to the extent necessary in developing 
the proved reserves. 


2. Drill and equip development wells, 
including the costs of platforms and of well 
equipment such as casing, tubing, pumping 
equipment, and the wellhead assembly. 


3. Acquire, construct, and install produc- 
tion facilities such as lease flow lines, 
separators, treaters, heaters, manifolds, 
measuring devices, and production storage 
tanks, natural gas cycling and processing 
plants, and central utility and waste dis- 
posal systems. 


4. Provide improved recovery systems. 


Development costs also include all costs incurred to 
purchase,® lease, or otherwise acquire a proved 
property. These costs include the costs of lease 
bonuses and options to purchase or lease properties, 
the portion of costs applicable to minerals when land 
including mineral rights is purchased in fee, brokers’ 
fees, recording fees, legal costs, and other direct costs 
incurred in acquiring proved properties. 


To further elaborate, development costs include all 
costs incurred during the period for the following? 


—Acquisition of proved properties 





®See footnote 2 above. 
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—Drilling and equipping development wells ’ a@ 
—Lease and well equipment, including 
natural gas cycling and processing plants 





—Other, including overhead 


Development costs include the following subcate- 
gories of costs: 


1. Acquisition of Proved Properties. Costs incurred 
during the year for acquiring proved properties, i.e., 
the value of the consideration given to the seller de- 
termined in accordance with generally accepted ac- 
counting principles for purchases of assets, including 
all necessary outlays directly associated with the pur- 
chase, such as legal fees, commissions, etc. 


2. Drilling and Equipping Development Wells (in- 
cluding Platform Costs) and Dry Holes. Include all 
costs incurred during the period (reduced by the 
amount of outside cash contributions such as bottom 
hole or dry hole) for drilling development wells which 
include successful wells and dry holes completed 
during the period and development wells in-progress at 
the end of the period. Include: (a) casing, tubing, and 
wellhead fittings associated with development wells; 
(b) costs of roads, grading, etc.; (c) costs of drilling 
platforms; and all costs incident to development 
drilling. Include costs of old wells drilled deeper, 
redrilled wells, and recompletions. Exclude costs of 
well workovers. Reduce cost by salvage value of equip- 
ment capable of re-use. 








3. Lease and Well Equipment. Include all lease equip- 
ment costs beyond the Christmas tree installation, 
including flow lines, flow tanks, field separators, 
heater-treaters, and related field facilities. Include 
costs of natural gas cycling and processing plants and 
central utility and waste disposal systems. Include 
costs for all normal pumping and other artificial lift 
equipment, including downhole installations required 
for primary production. 


4. Fluid Injection and Improved Recovery Programs. 
Fluid injection and improved recovery programs 
include gas injection, water injection, steam injection, 
miscible phase, in situ combusion, etc., associated 
with oil and gas production. Report costs of procuring 











7The definition of a development well is provided 
at §210.3-18(a)(10); see Release No. 33-5861 [42 FR 
44972]. 











and installing all facilities and for drilling service wells, 
or converting existing wells to service wells, as- 
sociated with such programs. Facilities should include 
pumps, compressors, engines, tankage, gathering and 
injection lines, treating facilities, special downhole 
and surface equipment, etc. Service wells include wells 
used for gas injection, water injection, steam injection, 
air injection, and water supply for injection. 


5. Other, Including Overhead. Include all other de- 
velopment costs including such items as: access 
facilities to district installations (as opposed to in- 
dividual wells) such as roads, bridges, canals, and 
other improvements; camp and district facilities; fuel 
gas systems; observation wells, salt water disposal 
wells, and water supply wells; directly assignable and 
other overhead costs;® and expenditures for capital 
equipment used for development not otherwise ac- 
counted for. Exclude costs of equipment and buildings 
used by personnel engaged in general producing 
activities as distinguished from development opera- 
tions. 


c. Production costs 


Production involves lifting the oil and gas to the 
surface and gathering, treating, field processing (as in 
the case of processing gas to extract liquid hydro- 
carbons), and field storage. The production function 
shall normally be regarded as terminating at the outlet 
valve on the lease or field production storage tank; if 
unusual physical or operational circumstances exist, it 
may be more appropriate to regard the production 
function as terminating at the first point at which oil or 
gas is delivered to a main pipeline, a refinery, or a 
marine terminal. 


Production costs are those costs incurred to operate 
and maintain wells and related equipment and 
facilities, including depreciation of support equipment 
and facilities and other costs directly identifiable with 
the operation and maintenance of those wells and 
related equipment and facilities. They become part of 
the cost of oil and gas produced. Examples of 
production costs (sometimes called lifting costs) are: 


a. Costs of labor to operate the wells and 
related equipment and facilities. 


b. Repairs and maintenance to sustain 
operating capability (but betterment costs 





*See footnote 5 above. 


incurred to increase operating capability 
shall be capitalized as additional develop- 
ment costs). 


c. Materials, supplies, and fuel consumed 
and services utilized in operating the wells 
and related equipment and facilities. 


d. Property taxes and insurance applicable 
to proved properties and wells and related 
equipment and facilities. 


e. Severance taxes. 


Depreciation, depletion, and amortization of capital- 
ized acquisition, exploration, and development costs 
are not production costs but also become part of the 
cost of oil and gas produced along with production 
(lifting) costs identified above. 


Production costs include the following subcategories 
of costs: 


—Well operations and maintenance 
—Well workovers 


—Operating fluid injection and improved re- 
covery programs 


—Operating gas processing plants 
—Ad valorem taxes 
—Production or severance taxes 


—Other, including overhead 


1. Well operations and maintenance. Include lifting 
expenditures and all other expenditures which are 
directly applicable to the production of oil and gas as 
distinguished from exploratory and development ac- 
tivities. Production costs include labor; supervision in 
the field; repair and maintenance (see below for work- 
overs); fuel; power and water; small tools and sup- 
plies; cost of treating oil; teaming and trucking; 
insurance; taxes other than income taxes (see below 
for ad valorem taxes and production or severance taxes 
paid to state and local governments); buildings, lease 
or field facilities, and other property used in production 
operations; bailing, shooting, fracturing, and acid- 
izing, when not part of original completion work; 
abandonments; and expenditures for maintaining field 
offices. 
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Well workovers. Include all costs of cleaning out and 
working over wells for the purpose of restoring or in- 
creasing the production from the same _ producing 
horizon. Costs of old wells drilled deeper, redrilled 
wells, and recompletions in different producing 
horizons are included in drilling and equipping de- 
velopment wells. 


3. Operating fluid injection and improved recovery 
programs. Include all costs relating to the operations 
and maintenance of fluid injection and improved re- 
covery programs, as described at b. 4 above. 


4. Operating gas processing plants. Include all costs 
relating to the operations and maintenance of natural 
gas cycling and processing plants, which are 
included in lease and well equipment at b. 3 above. 


5. Ad valorem taxes. Include all expenditures for ad 
valorem taxes on producing properties or equipment 
thereon, buildings, lease or field facilities, and other 
property used in production operations. Exclude ad 
valorem taxes on undeveloped properties and property 
on buildings and equipment used for exploratory 
purposes, which should be included in other explora- 
tions costs at a. 7 above. 


6. Production or severance taxes. Include total pay- 
ments for production or severance taxes to state and 
local governments. Do not reduce the revenues from 
crude oil and natural gas produced at the wellhead by 
such amounts. 


7. Other, including overhead. Include overhead, 
especially at district and field levels, where such 
overhead can be directly identified with the production 
function and, in addition, other allocated overhead. 





SECURITIES ACT OF 1933 
Release No. 5878/October 26, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14105/October 26, 1977 





°See footnote 5 above. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20229/October 26, 1977 


(S7-724) 


REPLACEMENT COST DISCLOSURES — 
MINERAL RESOURCE ASSETS 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed rules. 


SUMMARY: The Commission is proposing amended 
rules (1) to rescind the existing requirement for certain 
registrants to disclose replacement cost information 
about their mineral resource assets employed in oil and 
gas producing activities which was to be effective in 
financial statements covering fiscal years ending on or 
after December 25, 1977, and (2) to require registrants 
with mineral resource assets employed in oil and gas 
producing activities to disclose in filings covering 
fiscal years ending on or after December 25, 1978, in- 
formation based on the present value of future net 
revenues from estimated production of proved oil and 
gas reserves. The proposed disclosures cannot be 
described as replacement cost information; however, 
they would provide information on the difference 
between the historical costs associated with proved oil 
and gas reserves shown in the financial statements and 
the future net revenues to be derived from these 
reserves. 


DATE: Comments should be submitted on or before 
March 31, 1978. 


ADDRESS: Comments should refer to File S7-724 and 
should be submitted in triplicate to George A. Fitz- 
simmons, Secretary, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D. C. 
20549. All comments will be available for public 
inspection. 


FOR FURTHER INFORMATION CONTACT: Richard C. 
Adkerson, Office of the Chief Accountant, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549 (202—755-1671). 


SUPPLEMENTARY INFORMATION: On March 23, 
1976, the Commission in Accounting Series Release 
No. 190 (41 FR 13599) amended 17 CFR Part 210 (Re- 
gulation S-X) to add a new rule (§210.3-17) applicable 
to registrants meeting specified size criteria to 
disclose in financial statements filed with the Com- 
mission certain information based on the estimated 
current replacement cost of inventories and productive 
capacity. Section 210.3-17 became effective in 




















financial statements covering fiscal years ended on or 
after December 25, 1976, except for a year’s exemption 
provided to the mineral resource assets of registrants 
engaged in the extractive industries and to certain 
foreign assets. 


The delayed effective date for mineral resource assets 
was provided by the Commission in recognition of the 
particularly severe problems in implementing the 
replacement cost requirement in the extractive 
industries and because of the willingness of the 
American Petroleum Institute to sponsor a major 
research study on applying the provisions of §201.3-17 
to assets directly related to oil and gas reserves. 


The research study culminated in a report, “Measuring 
and Reporting the ‘Replacement’ Cost of Oil and Gas 
Reserves,” by Professor Glenn A. Welsch and Edward 
B. Deakin of the University of Texas at Austin (the 
“Welsh-Deakin Study”). The Commission has received 
the Welsch-Deakin Report together with a letter of 
transmittal from the American Petroleum Institute (the 
“API”). The API transmittal letter reflected disagree- 
ment with certain conclusions of the Welsch-Deakin 
Study and offered alternative recommendations to the 
Commission. 


The Commission’s Office of the Chief Accountant 
followed closely the progress of the Welsch-Deakin 
Study during the past year. A member of the Com- 
mission’s staff attended the meetings of the API Ad- 
visory Committee to the research team. 


Although it disagreed with the conclusions of the 
research team, the API stated in its transmittal letter 
that “. . . the University of Texas research team has 
made a substantial contribution to a complex subject 
and we are pleased that we had the opportunity to 
sponsor it.” The Commission also views the research 
team’s effort as a substantial contribution in this area 
and commends the API for its part in sponsoring and 
supporting the work of the research team. 


In addition, the Financial Accounting Standards Board 
(the “FASB”) has been engaged in a project involving 
financial accounting and reporting in the extractive 
industries. The FASB published a discussion memo- 
randum on December 23, 1976, which presented issues 
as a basis for soliciting written submissions and for a 
public hearing on this project. The discussion memo- 
randum presented several issues which are relevant to 
the Commission’s replacement cost project, including 
the definition, measurement, and valuation of mineral 
reserves and financial statement disclosure of informa- 
tion unique to the extractive industries. 


On July 15, 1977, the FASB published an exposure 
draft of a proposed Statement of Financial Accounting 
Standards, “Financial Accounting and Reporting by Oil 


and Gas Producing Companies” (the “FASB Exposure 
Draft”). The FASB indicated therein that it considered 
alternatives to the traditional historical cost basis of 
accounting for oil and gas reserves but determined that 
any decision on applying value accounting to oil and 
gas companies should await resolution of the broader 
issue of the general applicability of value accounting in 
the FASB project, “Conceptual Framework for 
Financial Accounting and Reporting.” 


The FASB proposed disclosure of proved reserve 
quantities but concluded not to propose disclosure of 
reserve values in financial statements. It stated, “In 
light of the positions of the American Petroleum 
Institute [referred to above and discussed below] .. . 
and the SEC,' the Board believes that the question of 
whether reserve values are reasonably estimable and 
appropriate for inclusion in financial staternents re- 
quires still further examination before it can be re- 
solved.” 


Subsequent to the issuance of the FASB Exposure 
Draft, the Federal Energy Administrator in connection 
with FEA’s consultation role in the development of ac- 
counting practices for oil and gas producers pursuant 
to Section 503 of th Energy Policy and Conservation 
Act, Public Law 94-163 (the “EPCA”)? indicated that 
“[vJaluing reserves gives a clearer picture of what ex- 
penditures have produced. The existing and proposed 
methods of reporting reserves data do not fully reflect 
the impact of [the variables which affect revenue from 
producing reserves]. We would like to see this question 
explored further. .. .” 


The EPCA requires, for purposes of developing a 
reliable energy data base, the Commission to assure 
the development (by December 22, 1977) and the ob- 
servance of accounting practices to be followed in the 
preparation of accounts by persons engaged, in whole 
or in part, in the production of crude oil or natural gas 
in the United States. Subsection 503(c) indicates types 
of information to be included in the energy data base. 





‘In Securities Act Release No. 5837 [42 FR 33135], 
dated June 20, 1977, the Commission stated, “The 
Commission’s staff has recently received, and is 
currently reviewing, the results of the [Welsch-Deakin] 
research study together with recommendations of the 
American Petroleum Institute. No comments are being 
solicited on the disclosure of current value and 
current cost data until the evaluation of the American 
Petroleum Institute project is completed.” 


?The Commission’s responsibilities under the EPCA 
are discussed in Securities Act Releases No. 5837 [42 
FR 33135], No. 5861 [42 FR 44972], and No. 5877, 
issued concurrently with this release. 
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While information on the present value of future net 
revenues from oil and gas production is not specifically 
required by the EPCA, Subsection 503(c)(3) provides 
that the energy data base consists of “. . . [s]uch other 
information, projections, and relationships of col- 
lected data as shall be necessary to facilitate the 
compilation of such data base.” 


The Welsch-Deakin Study indicates that “. . . use of 
the historical data specifically listed in Section 503(c) 
alone will not adequately meet the needs of policy 
makers or investors because such data will not provide 
sufficient information about the current economics of 
the oil and gas industry.” 


Commission’s Original Position 


In the “Notice of Proposed Amendments to Regulation 
S-X to Require Disclosure of Certain Replacement Cost 
Data in Notes to Financial Statements,” *the Com- 
mission proposed the following approach to de- 
veloping replacement cost information on mineral re- 
source assets: 


A special problem in applying the replace- 
ment cost concept occurs when attempting 
to value natural resource reserves. It is not 
meaningful to measure the cost of re- 
producing the specific mines or wells which 
comprise the depletable assets of a natural 
resource company. In this case, therefore, it 
will normally be necessary to estimate the 
cost of purchasing the existing mineral 
reserves owned by the company. Frequently 
it is possible to make such an estimate on 
the basis of the value of comparable re- 
serves available in the market place with ad- 
justments as deemed appropriate. Profes- 
sional engineers are known to make such 
determinations. However, where in the 
judgment of management such values are 
not an appropriate reflection of current 
values or such values cannot be reasonably 
obtained, current values determined on 
some other basis may be used in addition to 
or in lieu of replacement cost methods. 
Where this is the case, disclosure of the 
methods used along with the reasons for 
using them and an explanation of the 
meaning of the resulting valuation will be 
required. 





3Securities Act Release No. 5608 [40 FR 40550] 
issued on August 28, 1975. 
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In its submission in response to this proposal, the 
American Petroleum Institute took issue with the Com- 
mission’s suggestion that reserves comparable to 
those owned by registrants are frequently available in 
the market place and emphasized the complexities of 
valuing oil and gas reserves. Subsequent discussions 
between API representatives and the Chief Accountant 
of the Commission resulted in the undertaking by the 
API to sponsor research into applying the replacement 
cost concept to oil and gas reserves during the one- 
year exemption from §210.3-17 provided to mineral 
resource assets. 


Welsh-Deakin Study* 
The Welsch-Deakin Study indicated the following: 


Ideally, the current cost of an asset should 
be equal to the exchange price of an 
identical asset determined by the operation 
of an exchange market that is broad, ex- 
tensive, and open. The market should be (a) 
broad in the sense that there is widespread 
market availability, (b) extensive in that a 
large number of transactions take place over 
any given period of time, and (c) open in 
that the relevant economic details of any 
given exchange transaction are available to 
all persons desiring such information. The 
assets exchanged should be essentially 
identical or subject to translation into 
identical units to those held by means of 
some logical conversion standard. In sucha 
situation determination of current cost in- 
volves cataloging existing assets using the 
available market-exchange data. 


As each of the three conditions for ideal 
current cost determination is_ relaxed, 
significant problems arise in implementa- 
tion of a current cost method. Oil and gas 
reserves are not identical in all fields. There 
are few exchanges of reserves in place. The 
price paid in an exchange transaction and 
other details of the transaction—such as 
plans for future development of the proper- 
ties exchanged—are generally not disclosed 
in sufficient detail to allow computation of a 
per-barrel price for the reserves sold. More- 





“The Welsch-Deakin Study has been placed in the 
public file for this rulemaking proposal. Photocopies 
of the study may be obtained from the Commission’s 
Public Reference Section. 
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over, purchases may be made for many 
reasons that do not relate to the production 
of oil and gas for ultimate sale. For these 
reasons, it is-necessary to develop a sur- 
rogate for current cost that will meet the 
objectives of the disclosures required by 
ASR 190. 


Seven primary approaches to developing a surrogate 
for the current cost of oil and gas reserves were 
considered. They ranged from indexing historical cost 
amounts to establishing the costs to replace oil and 
gas reserves based on forecasts of prospective opera- 
tions. For various reasons, only two approaches were 
found to be worthy of detailed scrutiny. These two ap- 
proaches were (1) the recent finding and development 
cost approach and (2) the equivalent purchase cost 
approach. 


The recent finding and development cost approach 
would require an analysis of recent expenditures in- 
curred by a company and the related oil and gas 
reserves discovered and developed. This approach was 
considered primarily from the standpoint of developing 
the data on an individual-company basis, since using 
an industry-wide basis was considered to be im- 
practicable and not meaningful for individual company 
presentations. While a recent cost approach might be 
more compatible with the approaches used by re- 
gistrants in other industries to develop replacement 
cost data, the research team rejected it as an accept- 
able approach, principally because of the impossibility 
of relating expenditures and reserve additions in a 
meaningful manner. 


The approach recommended by the research team is 
conceptually the same as that proposed by the Com- 
mission in its replacement cost rulemaking proposal 
described above. It was designated the “equivalent 
purchase cost” method and was described in the re- 
search report as follows: 


This method focuses on estimating what an 
independent purchaser would be willing to 
pay for a portfolio of oil and gas reserves 
identical to those held by the company. The 
amount the independent purchaser would 
be willing to pay is viewed as a surrogate 
for the cost of the reserve currently held by 
the company. In the economic sense, the 
independent purchaser would be willing to 
pay an amount equal to the expected net 
present value (to the independent pur- 
chaser) of reserves that are essentially the 
same as those held by the company. 


The research team indicated that this equivalent pur- 
chase cost could be estimated using a discounted cash 


flow technique and that the amount so computed 
should be disclosed as the present cost® of the re- 
serves held at the end of the period and amortization of 
the average equivalent purchase cost during the year 
should be used as the present cost of sales. 


The research team concluded that the term “replace- 
ment cost” is not relevant for oil and gas reserves 
because: 


~ by definition, oil and gas reserves are not 
replaceable; 


—oil and gas reserves are not being re- 
placed and a shortfall has developed that is 


widening with respect to domestic reserves; 
and 


—those reserves that are being discovered 
differ from existing reserves because new 
reserves are located in different environ- 
ments, subject to different price con- 
straints, and differ in qualitative character- 
istics. 


In implementing the equivalent purchase cost method, 
the discounted cash flow technique suggested by the 
research team would be constrained to the use of the 
following assumptions: 


—current prices and costs, defined to in- 
clude prices in existing contracts and exist- 
ing legislation where these prices are 
reasonably expected to be realized, with 
costs including the cost increases expected 
in the normal course of well operations 
under current technology and economic 
conditions; and 


—a discount rate of approximately 8 per 
cent, which reflects an after-tax rate net of 
inflation; such rate would include so-called 
pure interest plus the risk of holding a large, 
diverse portfolio of oil and gas reserves.°® 





“Present cost” is defined by the research team as 
the price the firm would have to pay to purchase an 
asset in its present form, as opposed to “current cost” 
which is defined as the cost to construct an asset at 
current prices and costs. 


®This rate is described as the typical rate used in 


transactions involving sales of reserves during the 
past three or four years. 
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The research team provided the following justification 
for this approach: 


Since future price and cost projections 
usually are the basis for purchase cost com- 
putations, there is sound theoretical sup- 
port for the use of future prices and costs in 
the equivalent purchase cost computation. 
However, inclusion of inflation in prices and 
costs and in the discount rate results in 
identical computations when inflation is ex- 
cluded from prices, costs and the discount 
factor... .To the extent that future price 
and cost increases are the same as the in- 
flation included in the discount factor, the 
computation based on current prices and 
costs with an uninflated discount rate will 
yield the price a typical purchaser would pay 
for the reserves. 


lf future prices and costs increase in the 
same dollar amount, the margin will be un- 
changed and the equivalent purchase cost 
will be the same whether using present 
prices and costs or future prices and costs. 


Finally, if future prices and costs increase 
at different rates and if the net increase is 
greater than the rate of inflation, the use of 
current prices and costs will tend to be more 
conservative. The difference between the 
computed price based on future costs and 
prices and that based on current costs and 
prices is a premium paid in anticipation of 
future increase. This premium should be 
amortized against the increased future 
revenue, not against current revenue. 


Other supplementary recommendations of the research 
team incorporated in the report are as follows: 


1. The replacement concept should be 
limited to replacement with similar oil and 
gas reserves rather than based on replace- 
ment with some other medium. 


2. Replacement cost data should focus on 
a single cost for oil and gas reserves rather 
than on the individual components (wells, 
leases, production equipment, etc.) that 
comprise mineral resource assets. 


3. The data should be based only on 
proved reserves, but companies should be 
permitted to disclose information, with ap- 
propriate explanations, about the possibil- 
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ity of the existence of oil and gas in addition 
to proved reserves. 


4. Natural gas liquid plants should 
generally be excluded from mineral resource 
assets. 


5. The equivalent purchase cost of foreign 
reserves should include only reserves at- 
tributable to properties in where the com- 
pany has either an equity interest in the 
reserves or an unequivocal title to the 
production and where there is sufficient 
political stability in the host country to 
support a reasonable expectation that the 
reported current cost will be realized. 


In addition to the data required to be disclosed by 
§210.3-17, the research team recommended disclosure 
of the following data: 


1. the present cost of the domestic and 
foreign reserves held at the end of the 
period; 


2. the net unamortized book historical 
cost associated with mineral resource 
assets; 


3. the total estimated present cost of 
domestic and foreign reserves consumed 
during the year based on a weighted average 
of the beginning and end-of-the-year equi- 
valent purchase costs, amortized on a units- 
of-production basis; 


4. therelated historical costs of sales; de- 
preciation, depletion, and amortization; and 
the exploration and development costs 
charged to income for that period; 


5. the average and end-of-year per-unit 
sales price of oil and of gas used to derive 
the present costs for asset values and cost 
of sales, respectively; 


6. the discount rate used and the basis for 
its determination; 


7. a statement that the prices used in (5) 
may not reflect the cash that will be realized 
in the future from the sale of oil and gas 
currently held; 


8. a statement that the reported present 
cost does not necessarily reflect the costs 
that must, or will, be incurred in the future 
to obtain equivalent oil or gas reserves and 























that such reserves are not being replaced in 
the domestic fields; and 


9. other statements that may be relevant 
for an understanding of the effect of 
changing costs and prices on the future 
operations of the company. 


API Position 


In its letter of transmittal accompanying the Welsch- 
Deakin Study’, the American Petroleum Institute stated 
the following as summary conclusions: 


—We believe that the concept of replace- 
ment cost as envisioned in ASR 190 is not 
applicable to oil and gas reserves. 


—The supplementary disclosures of the 
type required by Section 503(c) of the 
Energy Policy and Conservation Act of 1975 
would provide useful data on oil and gas 
reserves. 


—We urge the SEC to adopt that approach 
and permanently exempt oil and gas re- 
serves from replacement cost disclosures. 


While the API supported the research team’s bases for 
condluding that the replacement cost concept could 
not be applied to oil and gas reserves, it disagreed with 
the research team’s recommendations on the ap- 
propriate course to be taken in attempting to meet the 
objectives of the Commission in requiring disclosure 
of replacement cost information. 


Whereas the research team concluded that the equi- 
valent purchase cost approach would provide a suitable 
surrogate for replacement cost information, the 
“_ . . large majority of [the API] Accounting Committee 
members cannot support this method on the grounds 
that the data provided would make little, if any, con- 
tribution to an investor's understanding of the 
economoics of the business and, indeed, could. be 
misleading.” 


The API indicated that the research team’s approach of 
holding constant oil and gas prices and tax rates, 
providing for no inflation in future operating costs or 
capital expenditures, and using a prescribed discount 
rate reduced the disclosures resulting from applying 





7A copy of the API transmittal letter is included as an 
Appendix to this release. 


the method to “...a meaningless collection of 
numbers.” While acknowledging that estimates of 
future cash flow data form the basis for decision- 
making, the API concluded that the inherent sub- 
jectivity and variability of the data made them inap- 
propriate for public disclosure. AP! also emphasized 
the need for management to maintain confidentiality 
over its estimates of future operating conditions faced 
by its company. 


The API Accounting Committee unanimously recom- 
mended that, instead of replacement cost data, 
additional disclosure be required of data similar to 
those to be compiled and reported to the Department of 
Energy pursuant to Section 503(c) of the Energy Policy 
and Conservation Act of 1975. These data include 
historical cost information on revenue and costs in 
conjunction with operating data, including information 


on oil and gas reserves, presented on a functional 
basis. 


The Commission’s Conclusions 


The Commission has concluded that disclosure of 
replacement cost data for mineral resource assets 


employed in oil and gas producing activities is not 
feasible. 


The inability, during the course of the API research 
project, to develop an approach for relating, in a 
meaningful manner, current costs incurred in explora- 
tion activities with reserves discovered is the most 
significant factor leading to the Commission’s 
decision on exempting mineral resource assets in the 
oil and gas industry from the replacement cost rule. 
The Commission was also concerned about describing 
data as replacement cost data when, under existing 
economic conditions, many companies and the 
industry as a whole are not replacing oil and gas 
produced currently. 





*These requirements are similar to the disclosure 
recommendations included in the American Institute 
of Certified Public Accountants’ 1969 Accounting 
Research Study No. 11, “Financial Reporting in the 
Extractive Industries,” by Robert E. Field. Similar 
types of data are proposed for disclosure in financial 
statements by the FASB Exposure Draft. The 
Commission in its Release No. 33-5837 [42 FR 33135] 
solicited comments on a number of issues on 
compiling and reporting these types of data and in 
Release No. 33-5877, issued concurrently with this re- 
lease, proposed disclosure of data of this nature in 
financial statements. 
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For these reasons, the Commission is proposing that a 
permanent exemption from the replacernent cost dis- 
closure rule (§210.3-17) be provided for mineral re- 
source assets employed in oil and gas producing 
activities. ° 


After arriving at this conclusion, the Commission then 
assessed a number of means to achieve its objectives 
in adopting §210.3-17 for oil and gas producing opera- 
tions through approaches other than the disclosure of 
replacement cost data. As set forth in §210.3-17, the 
Commission required disclosure of replacement cost 
data to provide information to investors (1) which will 
assist them in obtaining an understanding of the 
current costs of operating the business which cannot 
be obtained from historical cost financial statements 
taken alone and (2) which will enable investors to 
determine the current cost of inventories and 
productive capacity in these assets existing at the 
balance sheet date. 


In assessing alternative approaches to providing 
current economic information to investors about oil 
and gas producing activities, the Commission con- 
sidered the recommendations of the Welsch-Deakin 
Study and the API, as discussed above. In addition, the 
Commission reviewed the submissions to the FASB 
which addressed this issue. 


Since the issuance of the FASB Exposure Draft, the 
Commission has received the final report of Welsch- 
Deakin Study. The Commission further examined this 
issue and concluded that it should propose the dis- 
closure of the information on oil and gas reserves 
reflected in the accompanying amendments. The Com- 
mission’s action on this issue, as discussed more fully 
below, is consistent with its objectives expressed in 
§210.3-17 of providing information to investors con- 
cerning current economic factors relating to 
registrant’s operations. 


The Commission finds merit in the API’s recommenda- 
tions. Disclosure of historical cost financial data, 
classified by function and presented with operating 





*Until final action is taken on the accompanying 
proposed amendments, the Commission hereby 
waives compliance with the provisions of §210.3-17(c) 
and (d) for (1) mineral resource assets employed in 
the production of oil and gas and (2) financial 
statements where 90% or more of gross property, 
plant and equipment as reported in the balance sheet 
as of the beginning of the fiscal year consists of 
mineral resource assets employed in the production of 
oil and gas. 


440/SEC DOCKET 


data such as proved oil and gas reserves and statistical 
information on physical activities, are useful in 
assisting investors obtain an understanding of the 
current costs of operations. These data will be avail- 
able to investors as a result of (1) the disclosures in 
financial statements expected to be required by the 
FASB in its Statement of Financial Accounting 
Standards for oil and gas producing activities and (2) 
the disclosures required to be included outside 
financial statements in filings with the Commission. 


In Accounting Series Release No. 159 (39 FR 31894), 
the Commission adopted requirements for registrants 
to provide a narrative explanation by management of its 
operating results to enable investors to appraise the 
quality of earnings. In Release No. 33-5837 (42 FR 
33135) the Commission solicited comments on 
whether it should specifically require a narrative 
analysis by management of oil and gas operations. 
This analysis would focus on the presentation of 
current costs incurred in exploration and development 
activities and changes in estimates of proved reserves. 
A goal of requiring such an analysis would be to assist 
investors in understanding the impact of the changing 
costs of finding and developing new oil and gas 
reserves and the relationship between recent finding 
and development costs and the historical costs 
reflected as expenses in the income statement. The ex- 
panded disclosure of historical cost and operating data 
discussed in the preceding paragraph would provide 
quantitative information useful in making a narrative 
analysis of this nature effective. 


The data recommended for disclosure by the API are 
not, in the Commission’s view, sufficient to achieve the 
objectives established by the Commission in requiring 
disclosure of replacement cost data. Functional 
historical cost financial and operating data may 
provide investors as much information as practicable 
concerning current operating costs; however, they do 
not provide adequate current economic information re- 
lating to registrants’ investments in oil and gas 
properties. 


Because of the inability to develop an approach based 
on recent costs incurred in exploration and develop- 
ment, the Commission emphasizes that the data pro- 
posed for disclosure is not replacement cost or current 
cost data as those terms are generally understood. 
Nevertheless, the Commission believes that regis- 
trants should be required to disclose the present value 
of estimated future production of their proved oil and 
gas reserves as well as the quantities of such reserves, 
because this information is widely used by analysts in 
assessing the securities of registrants engaged in oil 
and gas production. Disclosure of the proposed data 
would make them available to all investors. 
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Uses of the Proposed Data 


The proposed data should be useful to analysts and 
investors in assessing economic results as suggested 
by the Commission in Accounting Series Release No. 
190 (41 FR 13599). The data can be used “... to 
develop a number of different methods of analyzing 
economic results, such as estimating the return of new 
investments, calculating rates of return on capital 
based on varying assumptions, and developing 
alternative measures of economic results.’ 


By assigning a dollar amount to oil and gas reserves, 
the Commission believes that investors can focus on 
the most significant economic event in oil and gas 
producing activities, the discovery or the failure to 
discover reserves. This is particularly important since 
use of the realization concept underlying generally ac- 
cepted accounting principles precludes recognizing 
revenue in financial statements when reserves are 
discovered. 


Disclosure of quantities and changes in quantities of 
estimated proved reserves may serve to alleviate the 
inherent inability of historical cost financial 
statements to reflect the success of oil and gas 
exploration activities. However, the Commission 
believes that placing a dollar amount on the proved re- 
serve quantities facilitates the use of reserve data for 
financial analysis and provides an insight into the 
qualitative differences of reserves, such as differences 
resulting from price controls, stage of development, 
location, and grade.'° 


Assumptions 
The Commission is proposing the use of certain uni- 


form assumptions in developing the value data on oil 
and gas reserves: 








Certain disclosures of these factors are proposed in 
the FASB Exposure Draft, which includes the follow- 
ing provision: 


If important economic factors or significant 
uncertainties affect particular components 
of an enterprise’s proved reserves, explana- 
tion shall be provided. Examples include 
unusually high expected development of 
lifting costs; the necessity to build a major 
pipeline or other major facilities before pro- 
duction of the reserves can begin; or con- 
tractual obligations to produce and sell a 
significant portion of reserves at prices 
that are substantially below those at which 
the oil or gas could otherwise be sold in 
the absence of the contractual obligation. 


1. Future net revenue projections would 
be base on existing proved reserves. 


2. Consistent with the Commission’s 
existing guidelines for disclosing estimates 
of quantities of oil and gas reserves, the 
current prices of oil and gas'' would be used 
in estimating the future net revenues. 


3. Likewise, future capital expenditures 
required to develop existing proved reserves 
and future costs to produce the reserves 
would be based on the current costs to 
perform these activities. 


4. The discount rate to be used would be 
the interest rate at which the registrant 
estimates that it could obtain financing 
secured solely by its oil and gas reserves 
(i.e., a production loan rate) under typical 
terms for obtaining such financing. 


The Commission specifically requests comments on 
(1) its proposed basis for establishing a discount rate 
and (2) whether it would be feasible and appropriate for 
the Commission to specify uniform discount rates on 
this or on another basis for use by all registrants in 
developing the data. 


The use of uniform assumptions in estimating the data 
is necessary to ensure an acceptable degree of ob- 
jectivity and comparability of the information required 
to be disclosed. Registrants would be permitted to dis- 
close additional data based on other assumptions. If 
such additional data are disclosed, the assumptions 
used must be reasonable, and they must be explained 
explicitly. The Commission concluded that it would 
not be appropriate to propose disclosure of current 
value data on reserves by requiring each management 
to make its own estimate of the assumptions needed 
for the calculations, because the inherent subjectivity 
of such estimates would cause the data disclosed by 
different registrants not to be comparable. 





The Commission has stated previously that current 
prices include consideration of changes in existing 
prices provided by contractual arrangements, by laws, 
or by regulatory agencies, where applicable; and for 
changes in prices for gas to be produced subsequent 
to termination or expiration of existing contracts, 
which latter prices should be based on current prices 
plus escalation for similar production subject to the 
entity’s or other entities’ recent contracts. Such exca- 
lation is limited to specific escalation provisions in 
recent contracts; escalations to reflect future price 
expectations are not permitted. 
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On the other hand, the Commission does not consider 
the usefulness of the data proposed for disclosure to 
be obviated by the use of uniform assumptions. 
Establishing standards for disclosure frequently in- 
volves evaluating the usefulness of information in rela- 
tion to its objectivity. In this instance, the Commission 
believes the objectivity resulting from application of 
uniform assumptions warrants the resulting degree of 
impairment to the utility of the data. The data dis- 
closed will be determined on a relatively comparable 
and objective basis; and, with the analytical data pre- 
sented (see below), investors will be able to make 
adjustments they consider appropriate to reflect as- 
sumptions other than those required by the Com- 
mission. 


The Commission. recognizes that the use of these as- 
sumptions may result in the data proposed for dis- 
closure not being representative of the current value of 
registrants’ oil and gas properties. The current value of 
these properties necessarily must take into account, 
among other factors, the values resulting from the 
likelihood of the properties’ containing oil and gas in 
excess of proved reserves (the so-called probable and 
possible reserves) and the probability of future 
changes in prices and costs. 


The Commission, accordingly, chose not to designate 
the proposed disclosure as the “estimated current 
value” of oil and gas reserves, or as suggested in the 
Welsch-Deakin Study, the “equivalent purchase cost” 
of oil and gas reserves. 


The data required to be disclosed are described as (1) 
the “Estimated Future Net Revenues from Proved Re- 
serves,” which would be computed by applying current 
prices of oil and gas to estimated future production of 
proved reserves, less estimated future development 
and production costs, and (2) the “Present Value of 
Estimated Future Net Revenue from Proved Reserves,” 
the amount computed at (1) reduced to present value 
through applying a discount rate. 


These data will not represent estimates of cash flows 
for those companies engaged in integrated petroleum 
operations, since at least part of their production of oil 
and gas is transferred to their downstream operations 
rather than sold to outside parties. The use of the term 
“revenues” to describe these data is consistent with 
the requirement of the EPCA for producers to compile 
information on current revenues from producing oil and 
gas for reporting to the Department of Energy. 


Disclosure of Analytical Data 


The Commission proposes to require disclosure of 
Estimated Future Net Revenues from Proved Reserves, 
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prior to applying a discount factor, for (1) each of the 
five fiscal years succeeding the latest balance sheet 
presented, (2) each of the next three five-year periods, 
and (3) the remainder in a single amount. 


In addition, the Commission proposes disclosure of (1) 
the sensitivity of the Present Value of Estimated Future 
Net Revenues from Proved Reserves to a one per cent 
change in the discount factor, e.g., from 10% to 11%, 
and (2) the weighted-average unit sales price of oil and 
of gas used in the computation. 


The purpose of these disclosures is to provide informa- 
tion to users of the data who, for analytical purposes, 
wish to vary the assumptions used in developing the 
required data. Among the reasons for proposing this 
approach were the concerns expressed by the API that 
investors could be mislead because of the use of 
arbitrary assumptions in calculating the data. 


The Commission is concerned, however, about the 
quantity of data it is proposing for disclosure. 
Although much of the data could be presented together 
with the disclosures proposed by the FASB and in 
Release No. 33-5877, the Commission recognizes that 
its proposed disclosures are extensive. The 
Commission solicits comments on different ap- 
proaches which it might consider in achieving its ob- 
jectives in proposing the disclosures as well as the 
need for disclosure of these analytical data. 


Disclosure of Additional Information Needed to 
Prevent the Data from Being Misleading 


The general provision contained in Paragraph (5) of the 
proposed 210.3-18(j) would require disclosure of “[a]ny 
additional information of which management is aware 
and which it believes is necessary to prevent the above 
information from being misleading.” 


The Welsch-Deakin Study, for instance, recommended 
disclosure of the following: (1) a statement that the 
data may not reflect cash to be received in the future 
from the sale of oil and gas currently owned, (2) a 
statement that the data do not necessarily reflect the 
costs that must, or will, be incurred in the future to 
obtain equivalent oil and gas reserves and that such re- 
serves are not being replaced in domestic fields, and 
(3) other statements that may be relevant for an 
understanding of the effect of changing costs and 
prices on the future operations of the company. 


Other disclosures of this nature might include 
discussion of the relationship of the data disclosed to 
the current value of the registrant’s oil and gas proper- 
ties. While the Commission would encourage quantita- 
tive information to be presented, the disclosures re- 
quired by Subpart (5) are qualitative in nature. 
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1. These disclosures would be required for 
all registrants with significant oil and gas 
producing operations. The size test in 
§210.3-17 would not apply. Section 210.3-17 
applies only where, in the balance sheet as 
of the beginning of the year, inventories 
plus gross property, plant, and equipment 
exceed $100,000,000 and 10% of total 
assets. This size test was provided by the 
Commission because of (1) the greater in- 
terest of investors generally in the securities 
of larger registrants and (2) the greater 
capabilities of larger registrants in engineer- 
ing and accounting, the two areas of ex- 
pertise most needed to develop estimates of 
replacement cost data. The Commission 
has not provided a similar size test in the 
accompanying proposed §210.3-18(j) prin- 
cipally because it views the proposed dis- 
closures as useful current economic data 
for investors in securities of all registrants 
engaged in oil and gas production. The 
Commission has observed that many, if not 
most, of the smaller registrants in the oil 
and gas producing industry are already 
compiling data similar to those proposed 
herein for external financing or internal 
managerial purposes; and investor interest 
in securities of smaller oil and gas re- 
gistrants appears to be relatively high. 


2. The save harbor provisions of §210.3-18 
(j) are not included in the proposed amend- 
ments. Specific safe harbor provisions are 
not furnished currently for the disclosure of 
oil and gas reserve quantities in filings with 
the Commission. The degree of subjectivity 
in developing the required data appears to 
be similar to that involved in estimating 
quantities of reserves; however, any sup- 
plemental data disclosed in connection with 
those required may be of a more subjective 
nature. Accordingly, the Commission re- 
quests comments on the need for safe 
harbor provisions in these proposed amend- 
ments. 


3. The Welsch-Deakin Study indicated that 
natural gas liquids (“NGL”) plants in fields 
where the owner of the plant also holds an 
interest in some or all of the gas processed 
are not, for the most part, totally dependent 
upon a specific field for their value. The re- 


conditions are met: (1) the NGL plant can be 
replaced and (2) the value of the NGL plant 
is not primarily dependent on a particular 
field. The Commission questions whether 
these conditions are sufficiently specific 
and request comments on this issue. 


4. The Commission considers that the 
assets to be exempted from §210.3-17 as 
mineral resource assets do not include any 
current assets, such as inventories, in- 
cluding material and supplies, consistent 
with the interpretative guidelines provided 
previously by the Commission’s staff in 
Staff Accounting Bulletin No. 13 (42 FR 
2058). 


5. The Commission contemplates that the 
independent accountant reporting on finan- 
cial statements which include the proposed 
disclosures would be associated with these 
data to the same extent as with the dis- 
closure of oil and gas quantities.'? While 
this issue is now under study by the audit- 
ing profession and the Commission, the 
Commission notes that a limited number of 
registrants have disclosed quantities of re- 
serves in audited financial statements in the 
past. In any event, independent accountants 
perform audit tests related to estimated re- 
serve data because of the impact of these 
data on various financial statement items, 
including units-of-production amortization. 


6. The proposed amendments would 
require disclosure of the Present Value of 
Estimated Future Net Revenues from 
Proved Reserves for each category of 
changes in net quantities of proved reserves 
presented. The FASB Exposure Draft pro- 
poses separate disclosure of the following 





'2Since the disclosures proposed by the Commission 
in this release and the disclosure of reserve quantities 
proposed by the FASB would be included in financial 
statements, they would be covered by the auditors’ 
report on the financial statements. This does not 
presume that the independent accountants would be 
required to develop independent estimates of the re- 
serve data disclosed. By necessity, the independent 
accountant would rely on the work of specialists in 
this area. 
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categories of changes: revisions to previous 
estimates, purchases of minerals-in-place, 
other additions, production and sales of 
minerals-in-place. In addition, the amend- 
ments would require separate disclosure of 
these data for each geographic area for 
which reserve quantity information is pre- 
sented. The FASB Exposure Draft proposes 
separate disclosure of quantities of reserves 
for (a) the enterprise’s home country (if 
significant reserves are located there) and 
(b) each foreign geographic area in which 
significant reserves are located. Foreign 
geographic areas are individual countries or 
groups of countries as appropriate for 
meaningful disclosure in the circum- 
stances.'* 


7. The amendments would require dis- 
closure of the required data for oil or gas 
subject to purchase under long-term sup- 
ply, purchase, or similar agreements and 
contracts, including those with foreign 
governments or authorities to supplement 
the disclosure of proved reserves subject to 
such arrangements as of year-end, as pro- 
posed by the FASB Exposure Draft.'* 


8. The computation of the estimated 
future net revenues from proved reserves in 
the accompanying proposed amendments 
do not require consideration of future in- 
come tax effects. The Commission requests 
comments on whether income tax effects 
should be considered and, if so, on what 
basis. 


Relationship to the FASB 


In connection with its major project on the conceptual 
framework for financial accounting and reporting, the 
FASB is now in process of assessing whether, among 
other matters, generally accepted accounting prin- 
ciples should involve reporting of current economic 
matters. 


The FASB held a public hearing in August, 1977, on 
issues under consideration in this project pertaining to 





‘identical disclosures to those proposed in the FASB 

Exposure Draft are proposed by the Commission as 
§210.3-18(i)(1) in Release No. 33-5877, issued con- 
currently with this release. 


"Ibid. 
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the definition of the elements of financial statements. 
The FASB is now receiving written public comments on 
issues pertaining to the measurement of financial 
statement elements and has scheduled a_ public 
hearing on these issues in January, 1978. 


The Commission will continue to work closely with the 
FASB as comments submitted in response to this 
release are considered. Copies of such comment 
letters will be provided to the FASB, and the 
Commission will be cognizant of the deliberations of 
the FASB in its oil and gas project and in the con- 
ceptual framework project. 


The rules adopted by the Commission, after con- 
sidering public comments on the proposals in this re- 
lease, will be coordinated as much as possible with 
decisions reached by the FASB. The Commission’s 
rules are expected to become effective in filings for 
fiscal years ending on or after December 25, 1978. 


Relationship to Replacement Cost Disclosures for 
Other Extractive Industries 


The staff of the Commission is issuing Staff Account- 
ing Bulletin No. 18 concurrently with this release 
dealing with the application of §210.3-17 to the ex- 
tractive industries other than oil and gas production. 
The retention of the other extractive industries within 
the replacement cost rule and the proposal of new 
amendments for the oil and gas producing industry re- 
sulted from practical considerations as well as sub- 
stantive differences between operations in oil and gas 
production and those in other extractive industries. 


The practical considerations involve the substantially 
greater amount of study during this past year in the oil 
and gas industry of the development of financial data 
on bases other than historical costs. Moreover, the 
Commission believes that disclosures of the nature 
proposed in this release should be required only when 
accompanied by the disclosure of related historical 
cost information and quantities of reserves, as pro- 
posed in the FASB Exposure Draft for oil and gas pro- 
ducing activities. Guidelines for disclosure of these 
types of data do not exist currently for the mining in- 
dustries to the same extent as for the oil and gas in- 
dustry. 


The Commission’s staff has initiated a project to re- 
view disclosure of financial and operating statistical 
data in the mining industries. In conjunction with this 
project, the staff will be considering disclosures in 
response to the replacement cost rule. 


In addition to the practical problems of having less ex- 
tensive disclosure guidelines in the mining industries 
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upon which to build, differences exist in the nature of 
operations from those in the oil and gas industry. 
These differences have been emphasized by the mining 
groups with which the Commission’s staff on several 
occasions during the past year has discussed issues 
relating to replacement cost disclosures. In the oil and 
gas industry, a larger portion of the total costs involved 
in producing activities are incurred in the exploration 
stage of operations. Subsequent development and pro- 
duction costs are much less significant in relative 
terms than in the mining industries. 


Even though there are basic similarities in the process 
of finding, developing and producing oil and gas and 
minerals, the Commission believes that the operational 
differences discussed above justified different ap- 
proaches to disclosure of current economic data at this 
time. Nevertheless, the Commission recognizes that 
this matter should be reexamined in connection with 
its general review of replacement cost data and solicits 
comments to assist it in evaluating the ultimate course 
of action it should take in the mining industries re- 
lating to the disclosure of current economic informa- 
tion. However, the Commission will not amend, for 
1977 financial statements, the existing replacement 
cost disclosure requirements for mineral resource 
assets in the mining industries. 


COMMISSION ACTION: The Commission hereby pro- 
poses to amend 17 CFR Part 210 by revising the “Ex- 
emption” paragraph in §210.3-17 and adding a new 
paragraph to the new §210.3-18 proposed in Release 
No. 33-5861 (42 FR 44972) as presented below: 


§210.3-17 Current replacement cost information. 


* * * * * 


Exemption. This section shall not apply to any person 
where the total of inventories and gross property, plant 
and equipment (i.e., before deducting accumulated de- 
preciation, depletion and amortization) as shown in the 
consolidated balance sheet at the beginning of the 
most recently completed fiscal year is less than $100 
million or where the total of inventories and gross 
property, plant and equipment is less than 10 percent 
of the total assets of the person as shown in the con- 
solidated balance sheet at the beginning of the most 
recently completed fiscal year. The replacement cost 
information specified below in paragraphs (c) and (d) is 
not required to be shown for mineral resource assets 
employed in the production of crude oil or natural gas. 


§210.3-18 Financial accounting and reporting for oil 
and gas producing activities. 


* * * * * 


(j) Disclosure of future net revenues from estimated 
production of proved oil and gas reserves. In con- 
junction with the disclosure of changes in the net 
quantities of estimated proved reserves of oil 
(including condensate and natural gas liquids) and of 
gas as required by Paragraph (i)(1),'5the following sup- 
plementary information shall be disclosed in financial 
statements for each geographic classification for 
which quantities of oil and gas are disclosed: 


(1) An amount (the “Estimated Future Net Revenues 
from Proved Reserves”), in the aggregate, computed by 
applying current prices of oil and gas to estimated 
future production of proved oil and gas reserves as of 
the date of the latest balance sheet presented, less 
estimated future expenditures (based on current costs) 
to be incurred in developing and producing the proved 
reserves, for (i) each of the five succeeding fiscal 
years, (ii) each of the next three five-year periods, and 
(iii) the remainder in a single amount. 


(2) For each category for which changes in the net 
quantities of estimated proved reserves of oil and of 
gas are disclosed in accordance with Paragraph (i),"® 
the present value of the Estimated Future Net Re- 
venues from Proved Reserves (the “Present Value of 
Estimated Future Net Revenues from Proved Re; 
serves”), computed based on (i) the Estimated Future 
Net Revenues from Proved Reserves as of the date of 
the ending balance sheet of the period for which the 
changes in the net quantities of estimated proved re- 
serves of oil and of gas are provided and (ii) a discount 
factor based on the interest rate at which the reporting 
entity estimates it could obtain financing secured 
solely by its proved oil and gas reserves at such 
balance sheet date. 





'SSee Release No. 33-5877, issued concurrently with 
this release, in which a new paragraph (i) to §210.3-18 
is proposed pertaining to the disclosure of financial 
and operating data in financial statements of entities 
engaged in oil and gas producing activities. Paragraph 
(i)(1) of §210.3-18 contains the proposed requirements 
for the disclosure of quantities of proved hydrocarbon 
reserves. The proposed disclosures are the same as 
those proposed in the FASB Exposure Draft [para- 
graphs 44-50], discussed above at Items 6 and 7 of 
“Other Matters.” 


‘Sbid. 
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(3) The interest rate(s) used as the discount factor(s) 
together with the approximate amount of the change in 
the aggregate amount of the Present Value of 
Estimated Future Net Revenues from Proved Reserves 
as of the balance sheet date which would result from a 
one per cent change in the discount factor used in the 
computation. 


(4) The weighted-average price of oil and of gas used 
in the computation. 


(5) Any additional information of which management 
is aware and which it believes is necessary to prevent 
the above information from being misleading. 


* * * * * 


These amendments are proposed to be effective for 
financial statements for fiscal years beginning after 
June 15, 1978, and for interim periods within those 
fiscal years, although earlier application is en- 
couraged. This proposed effective date is the same as 
that proposed in the FASB Exposure Draft and in Re- 
lease Nos. 33-5861 and 33-5877. 


However, when the FASB issues its Statement of 
Financial Accounting Standards on oil and gas mat- 
ters, the Commission plans to propose amendments to 
conform its existing requirements for the disclosure of 
quantities of oil and gas reserves with those contained 
in the FASB Statement. The Commission’s existing re- 
quirements, adopted in Release No. 33-5706 (41 FR 
21764), provide for the disclosure of quantities of 
proved reserves but not as part of financial statements. 
In these amendments, which would become effective 
for filings covering fiscal years ending on or after De- 
cember 25, 1978, the Commission expects to propose 
the disclosure of proved reserve quantities in the 
format provided in the FASB Statement together with 
the present value data proposed in this release; how- 
ever, the Commission does not plan to require such 
disclosure in financial statements until the FASB Sate- 
ment becomes effective. 


These amendments are proposed to be adopted pur- 
suant to authority in Sections 6, 7, 8, 10 and 19(a) [15 
U.S.C. 77f, 77g, 77h, 77j, 77s] of the Securities Act of 
1933; Sections 12, 13, 15(d), and 23(a) [15 U.S.C. 78/, 
78m, 780(c), 78w] of the Securities Exchange Act of 
1934; Sections 5(b), 14, and 20(a) [15 U.S.C. 79e, 79n, 
79t] of the Public Utility Holding Company Act of 1935; 
and Section 503(b)(2) [Public Law 94-163] of the Energy 
Policy and Conservation Act of 1975. Pursuant to 
Section 23(a)(2) of the Exchange Act the Commission 
has considered the impact of these proposals on com- 
petition and is not aware at this time, of any burden 
that such rule amendments, if adopted, would impose 
on competition. However, the Commission specifically 
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invites comments as to the competitive impact of these 
proposals, if adopted. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


APPENDIX 


American Petroleum Institute 
2101 L Street, Northwest 
Washington, D.C. 20037 


June 15, 1977 


Mr. A. Clarence Sampson 

Acting Chief Accountant 

Securities and Exchange Commission 
500 North Capitol Street Northwest 
Washington, D. C. 20549 


Dear Mr. Sampson: 


The American Petroleum Institute presents herewith a 
research report entitled Measuring and Reporting the 
‘Replacement’ Cost of Oil and Gas Reserves by 
Professors Glenn A. Welsch and Edward B. Deakin of 
the University of Texas. 


When the Commission issued Release No. 33-5608 in 
August, 1975 proposing disclosure of replacement cost 
information, we recommended that oil and gas 
reserves be exempted, at least temporarily, to allow 
more time to study the measurement problems. 
Accounting Series Release No. 190, issued in March, 
1976, exempted all “mineral resource assets” upon the 
commitment of the API to sponsor independent re- 
search. This commitment, however, embraced only oil 
and gas reserves and those assets deriving value 
therefrom. 


In mid-June, 1976, Professor Glenn Welsch of the Uni- 
versity of Texas was selected as the project director 
with Professor Edward Deakin as the principal re- 
searcher. An Advisory Committee, composed of 
representatives from industry, the Securities and Ex- 
change Commission, the Financial Accounting 
Standards Board, the American Mining Congress, and 
two consultants assisted the University of Texas re- 
search team throughout. 


The report has two fundamental conclusions: that the 
replacement cost concept is not relevant to oil and gas 


























reserves; and that the preferred surrogate for replace- 
ment cost is a present value method which it calls 
Equivalent Purchase Cost. Before expressing our own 
views on the University of Texas report and the applica- 
bility of “replacement cost” to oil and gas reserves, we 
want to say that the University of Texas research team 
has made a substantial contribution to a complex sub- 
ject and we are pleased that we had the opportunity to 
sponsor it. 


The University of Texas report was reviewed in great 
detail by our Accounting Policy and Practices Sub- 
committee as well as by committees representing 
senior management. 


In summary our conclusions with respect to the Uni- 
versity of Texas report and the applicability of replace- 
ment cost disclosure to oil and gas reserves are as fol- 
lows: 


e We believe that the concept of replace- 
ment cost as envisioned in ASR 190 is not 
applicable to oil and gas reserves. 


e That supplementary disclosures of the 
type required by Section 503(c) of the 
Energy Policy and Conservation Act of 1975 
would provide useful data on oil and gas 
reserves. 


e We urge the SEC to adopt that approach 
and permanently exempt oil and gas 
reserves from replacement cost disclosure. 


RELEVANCE OF REPLACEMENT COST CONCEPT 
TO OIL AND GAS RESERVES 


The research team has concluded that the concept of 
replacement cost envisioned by ASR 190 has no re- 
levance with respect to oil and gas reserves primarily 
because implicit in a replacement cost concept is the 
assumption that assets are indeed replaceable. But 
proved oil and gas reserves in the United States have 
been declining for several years which suggests that a 
replacement cost of oil and gas reserves (at least in the 
United States) is based on a questionable and risky 
premise given the price constraints under which the 
industry is now operating. 


The research team states that “.... oil and gas re- 
serves are not replaced in kind. New discoveries of oil 
and gas typically occur in different environments 
having substantially different characteristics than they 
did some years ago.” They go on to say that “The time 
of ultimate exhaustion of the supply of oil and gas 
available to U.S. development is becoming closer.” The 


researchers saw that if existing reserves cannot be re- 
placed in kind, or indeed may not be replaced at all in 
some instances, the notion of estimated the replace- 
ment costs for such reserves is far from reality. 


To further support this conclusion, the research team 
pointed out that in most cases there are two levels of 
replacement cost to be identified. Since most 
petroleum companies are in fact discovering some new 
oil and gas reserves each year, there may be, at least 
theoretically, a current cost of replacing a portion of 
the oil and gas reserves being consumed day by day. 
While it is recognized that these newly-discovered re- 
serves differ materially from the reserves currently 
being produced, there is a replacement mechanism at 
work. Obviously, the newly-discovered reserves are in 
different locations and perhaps even in different 
countries from the reserves currently consumed. 
Furthermore, most firms have had to resort to more 
remote and hostile environments in their search to 
replace oil and gas reserves. 


The second level of theoretical replacement cost is the 
cost of replacing reserves which were not restored to 
inventory in the ongoing exploration and development 
process. The research team summarized this problem 
by stating that “The determination of replacement cost 
in a meaningful sense of the word, requires the com- 
putation not only of the cost to replace that level of 
reserves that are, in fact, replaced, but would also 
require a computation of the cost to replace the 
shortfall in reserves.” They also stated that “Since 
there are no data which would permit computation of 
the replacement cost of the shortfall in reserves, on a 
specific company or industry basis, direct computation 
of replacement cost is not feasible for oil and gas 
reserves.” 


We wholeheartedly support this conclusion which we 
feel is consistent with the views generally held by 
professionals who have studied this matter. In their 
report, Professor Welsch and Deakin commented that 
“this study does not reconsider the reporting require- 
ments of ASR 190, nor the relevance to decision 
makers of supplemental replacement cost information 
as specified herein” as their charge was not to prejudge 
the merits of replacement cost but its applicability to 
oil and gas reserves. The API, however, feels obliged to 
comment on the value of replacement cost data for oil 
and gas reserves. 


We specifically request that the Commission recon- 
sider the application of the provisions of ASR 190 to 
the hydrocarbon reserves. We believe that ample data 
have been produced to show the irrelevance of the re- 
placement cost concept to oil and gas reserves and 
that fact should be acknowledged. The Commission 
has never intended to require companies to provide 
meaningless information. The petroleum industry in its 
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concerns for the investing public and the legal require- 
ments of the Securities and Exchange Commission 
also is reluctant to publish irrelevant and possibly mis- 
leading data. 


Despite the conditions and warnings which surround 
the disclosure of replacement costs, many readers of 
financial statements will conclude that if such costs 
are reported then it is, in fact, possible to replace the 
assets. Everyone familiar with the petroleum industry 
agrees that the replacement of existing reserves is an 
impractical concept, totally out of character with the 
realities of the industry. The API believes therefore that 
the practical solution is to exclude oil and gas reserve 
assets from the provisions of ASR 190 and substitute 
expanded disclosure such as it called for in Section 
503(c) of the Energy Policy and Conservation Act. 


RECOMMENDED DISCLOSURE 


Instead of replacement cost data, our Accounting 
Committee unanimously recommends additional dis- 
closure similar to that set forth in Section 503(c) of the 
Energy Policy and Conservation Act of 1975 (Public 
Law 94-163). As you well know, that Section requires 
the SEC to establish accounting procedures to permit 
the compilation of operating costs, revenue and capital 
data pertaining to prospecting, acquisition, explora- 
tion, development, and production activities. Included 
in the cost classifications would be such expenditures 
as geological and geophysical costs, lease acquisi- 
tion costs, carrying costs, unsuccessful drilling costs, 
successful drilling and equipping costs, and the cost 
of acquiring oil and gas reserves by means other than 
development. In addition, the Act requires the dis- 
closures of oil and gas reserves data, both domestic 
and foreign, to facilitate evaluation of financial effort 
and result. The financial information is to be classified 
by function to facilitate correlation of reserve and 
operating statistics. 


We believe that this type of disclosure would provide 
the investor with more useful data than a replacement 
cost value number. The primary advantage that such 
historical cost data have over the data provided by the 
Equivalent Purchase Cost method is that they are more 
reliable because they are more objective. Other 
advantages are that credibility would be enhanced 
since disclosure for SEC reporting under their Rule 
3-17 and Section 503(c) would not be in conflict and 
comparability between companies would be enhanced 
as actual incurred costs would be more relevant than 
present value estimates. Indeed this disclosure was 
called for in Accounting Research Study No. 11, 
Financial Reporting in the Extractive Industries, by 
Robert E. Field. While we do not know the exact 
reporting requirements which will grow out of Section 
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503(c), the provisions call for significant historical 
finding and development cost data with an indicated 
objective of enabling regulators, investors, and others 
to evaluate the effort and results of firms in the oil and 
gas industry. 


Consequently, an exemption of oil and gas reserves 
from the replacement cost disclosure rule would 
merely acknowledge that the replacement cost concept 
is not appropriate for oil and gas reserves and that dis- 
closure, which has more meaning, is being 
substituted. 


UNIVERSITY OF TEXAS RECOMMENDATION 
FOR IMPLEMENTING ASR 190 


After reaching the conclusion that replacement cost as 
envisioned by ASR 190 cannot be developed for oil and 
gas reserves, the research team set about to find a 
suitable surrogate. It considered, in detail, seven dif- 
ferent methods for developing “theoretical equi- 
valency” to replacement cost, and, after intensive re- 
search, concluded that the most effective of these is a 
procedure which it calls Equivalent Purchase Cost. 


In summary, the Equivalent Purchase Cost method re- 
cognizes that proved reserves will not be replaced in 
full. As a result, a firm will attempt to replace the 
stream of future income arising from currently held oil 
and gas reserves. As these reserves are produced, the 
cash throw-off will be used to find additional oil and 
gas reserves (to the extent that is possible) or to find 
other sources of revenue in order to preserve the 
continuity of the firm. The research team concluded 
that while it is not possible to separate the cash flow 
into the portion used to replace oil and gas reserves 
and the portion used to obtain other revenue sources, it 
is possible to determine the total. The total surrogate 
replacement cost for a stream of earnings is the net 
present value of future cash flows from oil and gas 
reserves currently held. This method assumes that a 
firm can afford to replace its revenue stream until the 
marginal cost of the last increment exceeds the present 
value of its future cash flow. 


Discounted cash flow rates of return, present values of 
future cash flows, and other techniques which 
recognize the time value of money are used widely for 
project evaluation. In order to produce cash flow data 
important for decision making, it is necessary to fore- 
cast price changes, development programs, the effect 
of inflation on future operating costs and capital ex- 
penditures, income tax rates, increasing risks 
associated with finding reserves, the new technology 
which has to be developed to find and produce 
reserves, and many other variables. Of special im- 
portance is the discount rate which varies significantly, 




















depending upon management’s perceived cost of 
capital and the political and environmental risks which 
vary from country to country and area to area. 


All this information forms the basis for decision 
making and few managements would be willing to 
make such data, including the underlying assump- 
tions, available to its competitors. Furthermore, it is 
subject to frequent modifications as events unfold and 
subjectivity and variability are not desirable for public 
data. 


To overcome these very real problems, the research 
team designed a present value method which would 
eliminate the choice of variables in forecasting future 
cash flows. They recommended that oil and gas prices 
and tax rates be held constant, that no inflation in 
future operating costs or capital expenditures be 
assumed, and prescribed a discount rate. This simpli- 
fied procedure is suggested as a means for avoiding 
the lack of comparability caused by different firms 
having varying perceptions of the future. Such a 
mechanistic method for all firms reduces the proposed 
disclosure to a meaningless collection of numbers. 


Implicit in the research team’s proposal is an assump- 
tion that hydrocarbon prices are influenced only by 
inflation. To evaluate this assumption, it might be 
helpful to consider the number and byzantine path of 
price changes which have been made in the past 18 
months for U. S. upper-tier crude oil. Prior to 
February, 1976, upper-tier crude prices were not 
controlled. Effective on February 1 of last year, upper- 
tier crude was brought under price control and the price 
was reduced from the levels it had reached while un- 
controlled. During the period March 1 to June 1, 1976, 
upper-tier crude prices were allowed to increase 
gradually, month by month, in response to inflation 
and to provide “incentive” for new exploration and de- 
velopment. On June 1, the price of upper-tier crude oil 
in the U. S. was forzen and remained unchanged until 
the end of 1976. In January and again in March of this 
year, upper-tier prices were rolled back 20 cents and 45 
cents per barrel and are now again frozen, awaiting a 
new basis for pricing to be developed by the President 
and the Congress. 


It would appear that oil and gas prices will be con- 
trolled by the U. S. Government for the foreseeable 
future and that political considerations, rather than 
economic ones, will have the major impact on what 
those prices shall be. In view of this, a present value 
concept, grounded in the notion that inflation will be 
reflected uniformly in revenues, expenses, and costs 
through time, is simply not relevant to the petroleum 
industry. 


The research report suggests that current selling prices 
be used for forecasting the cash flows arising from 
crude reserves presently held. In the North Slope, for 
example, since production has been held up awaiting 
the Trans Alaska Pipeline System, no such current 
prices are available. Gas reserves on the Outer 
Continental Shelf and in other areas of the U. S. must 
await pipeline connections before they can be brought 
to market. The Equivalent Purchase Cost method pro- 
vides no help in developing the cash flows from such 
shut-in reserves. 


We believe that case against providing replacement 
cost information for oil and gas reserves is compelling 
and against the best interest of the investing public. 
We are concerned, therefore, that the research team, 
after having reached this conclusion, went on to sug- 
gest disclosure of what, in our opinion, is undesirable 
data for any purpose. We see in the Equivalent 
Purchase Cost method many of the deficiencies which 
caused the research team to conclude that replacement 
cost is not relevant with respect to oil and gas reserves. 
The theoretical cost of a stream of future income fails 
to recognize that revenue sources cannot be replaced 
in kind and that they will originate in different environ- 
ments with characteristics substantially different from 
the current revenue stream. 


The large majority of our Accounting Committee 
members cannot support this method on the grounds 
that the data provided would make little, if any, con- 
tribution to an investor’s understanding of the 
economics of the business and, indeed, could be mis- 
leading. 


We would be glad to discuss with you any aspect of the 
research report or our own views. 


Yours truly, 


Robert H. Stewart 
Finance and Accounting Director 
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Release No. 14072/October 20, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-23 
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The American Stock Exchange, Inc. (‘‘Amex’’) 
submitted on October 14, 1977 a proposed rule change 
under Rule 19b-4 to provide for 150 additional “option 
memberships,” and to amend certain other provisions 
of its Constitution and rules concerning Amex 
registered traders and “options members.” 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change should be 
disapproved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 30 days from the date of publication 
in the Federal Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-Amex-77-23. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of filing will 
also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14073/October 20, 1977 


In the Matter of 
PACIFIC RESOURCES, INC. 


Common stock, no par value 
File No. 1-6884 


Securities Exchange Act of 1934 
Sections 12(d) and 17(a) 


ORDER AMENDING EFFECTIVE DATE OF WITH- 
DRAWAL FROM LISTING AND REGISTRATION AND 
EXTENDING THE EXEMPTION OF CERTAIN PER- 
SONS AND SECURITIES FROM THE PROVISIONS OF 
RULE 17a-15 
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On June 22, 1977 we approved the application of 
Pacific Resources, Inc. (“PRI”) to withdraw its 
securities from listing and registration on the Pacific 
Stock Exchange Incorporated (“PSE”).' We prescribed 
as a term of that delisting that it not become effective 
until the time of our determination with respect to the 
PSE’s application for unlisted trading privileges in PRI 
common stock, but in no event later than 120 days? We 
delayed the effective date of the delisting for two 
reasons, as stated in the order: 


1. A temporary disruption in trading in PRI 
stock on the PSE would result in a lessening 
of potential competition among dealers and 
between exchange markets and markets 
other than exchange markets during any 
interim period after delisting but before 
unlisted trading privileges are (if at all) 
granted. 


2. If the delisting were effective immedi- 
ately, PRI stock would not be marginable for 
a period of several months until it was 
included on the Federal Reserve Board’s 
margin list. This temporary lack of 
marginability could result in adjustments 
and readjustments in customer accounts of 
broker-dealers, banks and other persons. In 
addition, if PRI stock is thereafter admitted 
to unlisted trading on any national 
securities exchange, marginability would 
automatically reattach.* This “on and off” 
status of margin requirements couid be 
confusing to brokers, dealers and investors. 


We have not completed our deliberations concerning 
the hearing on PSE’s application for unlisted trading 
privileges in PRI stock. For the reasons enunciated in 





‘See, Securities Exchange Act Rel. No. 13657 (June 
22, 1977); 42 F.R. 33398 (June 30, 1977). 


*The PSE filed an application, pursuant to Section 
12(f)(1)(C) of the Securities Exchange Act of 1934, for 
unlisted trading privileges in PRI stock on March 25, 
1977 in response to PRI’s application to withdraw that 
security from listing and registration on the PSE (filed 
March 23, 1977). Concurrently with our order 
withdrawing PRI stock from listing, we ordered a 
hearing on the PSE application. See, Securities Ex- 
change Act Rel. No. 13658 (June 22, 1977); 42 F.R. 
33402 (June 30, 1977). 


3A security which is admitted to unlisted trading 
privileges is deemed to be registered by Section 
12(f)(6) of the Act. 























the June 22 delisting order, as stated above, we 
therefore find it necessary to extend until November 
21, 1977 the effective date of removal of PRI stock from 
listing and registration on the PSE. 


PRI stock has been traded both on the PSE and 
over-the-counter (“OTC”) since our June 22 order.* At 
that time we also exempted the National Association of 
Securities Dealers, Inc. (“NASD”) and all brokers and 
dealers from the reporting requirements of Rule 17a-15 
under the Securities Exchange Act of 1934 relating to 
last sale reports of OTC transactions in the common 
stock of PRI. That exemption expires on October 20, 
1977. The basis for that exemption is that until we 
make a determination on the PSE unlisted trading 
application there will be uncertainty as to whether 
real-time reporting in PRI stock will be required as a 
general matter (since if the unlisted trading privileges 
application of the PSE is denied, PRI stock will be 
traded solely OTC and, therefore, will not be subject to 
current reporting under Rule 17a-15). We continue to 
believe it is not necessary in the public interest or for 
the protection of investors to require members of the 
PSE (who may trade PRI stock in the OTC market) and 
other brokers and dealers to develop and implement 
reporting procedures for this single security during the 
time remaining before we make a determination as to 
the PSE’s application. Accordingly, we have 
determined to, and hereby, exempt, until November 21, 
1977, the NASD and all brokers and dealers from the 
requirements of Rule 17a-15 relating to last sale reports 
of OTC transactions in the common stock of PRI.° 


ACCORDINGLY, IT IS HEREBY ORDERED, that our 
order of June 22, 1977 granting PRI’s application to 
withdraw from listing and registration on the PSE be, 
and it hereby is amended, as set forth herein. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








“The PSE has exempted from its off-board trading 
restrictions securities, such as PRI, which are both 
the subject of a delisting application and in which the 
PSE has applied for unlisted: trading privileges. See, 
Securities Exchange Act Rel. No. 13656 (June 22, 
1977); 42 F.R. 33400 (June 30, 1977). 


* This exemption does not prohibit those persons in- 
dividually from complying voluntarily with Rule 17a-15 
as long as such broker or dealer complies with the 
Rule in a uniform and consistent manner. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14074/October 20, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY 


NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-77-28 


The New York Stock Exchange, Inc. (“NYSE’’) 
submitted on October 13, 1977 a proposed rule change 
under Rule 19b-4 to eliminate the requirement that 
members and member organizations report trans- 
actions of 3,000 shares or more effected on regional 
exchanges in NYSE listed stocks. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the Commis- 
sion may summarily abrogate such rule change 
if it appears to the Commission that such action is 
necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NYSE-77-28. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14075/October 20, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 


(File No. SR-CBOE-77-9) 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on May 10, 1977, a proposed rule 
change under Rule 19b-4 under the Securities 
Exchange Act of 1934, to impose restrictions on certain 
member transactions during the pendency of a 
subscription offering of the common stock of 
American Electric Power Company, Inc. scheduled to 
commence on May 31, 1977, and to terminate on June 
24, 1977. 


Due to inadvertent administrative processing delays, 
publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within thirty days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be amde to 
File No. SR-CBOE-77-9. 


Copies of the submission and of all written comments 
will be available for public inspection at the Securities 
and Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14076/October 20, 1977 


In the Matter of 

NEW YORK STOCK EXCHANGE, INC. 
Eleven Wall Street 

New York, New York 10005 
(SR-NYSE-77-20) 
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ORDER APPROVING PROPOSED RULE CHANGE 


On July 29, 1977, the New York Stock Exchange Inc. I 


(“NYSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the “Act”), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to amend Exchange 
Rules 390, 395 and 396, to conform those rules to the 
provisions of Rule 19c-1 under the Act, and Exchange 
Rule 54, to clarify the scope of that Rule. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-13925 
(September 2, 1977)) and by publication in the Federal 
Register (42 Fed. Reg. 46442 (September 15, 1977)). By 
letter dated October 7, 1977, the NYSE has confirmed 
that Exchange Rule 54, as amended, would limit to 
members the conduct of business activity on the NYSE 
floor, thereby prohibiting such activity by others, such 
as telephone clerks. Accordingly, Rule 54 would have 
no application to members on the NYSE floor effecting 
transactions with persons located elsewhere. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges and, in 
particular, the requirements of Section 6 of the Act and 
the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14077/October 20, 1977 


Orders have been issued granting the applications of 
the New Yrok Stock Exchange, Inc. to strike from 
listing and registration the specified securities of the 
following companies: American Seating Company, 
common stock, $5.00 par value, and CL Assets, Inc., 
common shares and $2.10 Cumulative Preference 
Shares, Series A. 


| 





























& SECURITIES EXCHANGE ACT OF 1934 


Release No. 14078/October 21, 1977 


A notice has been issued giving interested persons 
until November 5 to request a hearing on an application 
of the Philadelphia Stock Exchange, Inc. for unlisted 
trading privileges in the common stock, $2.50 par value 
of Columbia Pictures Industries, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14079/October 21, 1977 


A notice has been issued giving interested persons 
until November 10 to submit facts bearing upon an 
application by Newpark Resources, Inc., to withdraw 
its common stock, $2.00 par value from listing and 
registration on the Intermountain and Spokane Stock 
Exchanges. 
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Release No. 14080/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5875/October 21, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14081/October 21, 1977 


In the Matter of 

MIDWEST STOCK EXCHANGE, INCORPORATED 

120 South LaSalle Street 

Chicago, Illinois 60603 

(SR-MSE-77-31) 

ORDER APPROVING PROPOSED RULE CHANGE 

On August 26, 1977, the Midwest Stock Exchange, 


Incorporated filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 


(the “Act”), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to clarify the practice 
that bids for memberships are accepted upon 
preliminary determination that no statutory disqualifi- 
cation to membership exists. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13916 
(September 1, 1977)) and by publication in the Federal 
Register (42 Fed. Reg. 45401 (September 9, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on August 26, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14082/October 21, 1977 


In the Matter of 


BOSTON STOCK EXCHANGE 
53 State Street 
Boston, Massachusetts 02109 


(SR-BSE-77-3) 
ORDER APPROVING PROPOSED RULE CHANGE 


On September 1, 1977, the Boston Stock Exchange 
filed with the Commission, pursuant to Section 19(b) 
of the Securities Exchange Act of 1934 (the “Act”), as 
amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of a proposed rule 
change to reduce the time in which the Exchange can 
take action for non-payment of dues, fees, fines or 
assessments. 
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Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13941 
(September 8, 1977)) and by publication in the Federal 
Register (42 Fed. Reg. 46965 (September 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on September 1, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14083/October 21, 1977 


In the Matter of 


MIDWEST CLEARING CORPORATION 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MCC-77-3) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE MIDWEST CLEARING CORPORATION RELATING 
TO DEPOSITED SECURITIES AVAILABLE FOR LOANS 


On June 10, 1977, the Midwest Clearing Corporation 
(“MCC”) submitted, pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934 (the “Act”), a 
proposed rule change which would provide for the 
automatic allocation of securities held in loan free 
positions to long value positions. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federal Register (42 FR 32602, 
June 27, 1977), and the public was invited to comment 
thereon. Notice of the filing and an invitation for 
comments also appeared in Securities Exchange Act 
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Release No. 34-13640, June 17, 1977. No letters of 
comment were received. 


The Commission has reviewed the proposed rule 
change and finds that it is consistent with the 
requirements of the Act and rules and regulations 
thereunder applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-MCC-77-3 be, and hereby is, 
approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14084/October 21, 1977 


The Securities and Exchange Commission has ordered 
the institution of public administrative proceedings 
under the Securities Exchange Act of 1934 against the 
following broker-dealers: Steven S. Mitchell, Michael 
W. Engmann, and Noam Rand, all of San Francisco, 
California; Clyde Reynolds Mahnke of Orinda, 
California; Lawrence Dennis Dougherty of Chicago, 
Illinois; Rainbow Options (Rainbow) of San Mateo, 
California; and Ethan Aldridge Co., Inc. (Aldridge) of 
Lynbrook, New York. Others named in the order for 
proceedings are Geoffrey B. Haynes of San Mateo, 
California, the general partner of Rainbow; Herbert C. 
Kurlan of Lynbrook, New York, president of Aldridge; 
and Jose C. Pascual, of San Francisco, California, an 
officer of Harry C. Polonitza & Co., Inc., a registered 
broker-dealer. 


The proceedings are based upon allegations of the 
Commission’s staff that on November 22, 1976, the 
respondents violated the anti-manipulation and 
anti-fraud provisions of the federal securities laws by 
engaging in trade reversals in call option contracts 
respecting the underlying stock of Houston Oil and 
Minerals Corp. on the floor of the Pacific Stock 
Exchange. 


A hearing will be scheduled by further order to take 
evidence on the staff’s allegations and to afford the 
respondents an opportunity to offer any defenses 
thereto, for the purposes of determining what remedial 
action, if any, should be ordered by the Commission. 



































SECURITIES EXCHANGE ACT OF 1934 
Release No. 14084a/October 26, 1977 


Securities Exchange Act of 1934 Release No. 14084 and 
the News Digest Summary both dated October 21, 1977 
announcing the institution of public administrative 
proceedings in the matter of Steven S. Mitchell et. al. 
inadvertently omitted to indicate that Richard James 
French of Andover, Ohio, is a respondent in these 
proceedings. 


In addition, the News Digest Summary misspelled the 
name of Herbert C. Kurlan of Lynbrook, New York, also 
a respondent in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14085/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14086/October 21, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 12:25 p.m. (EDT) on 
October 21, 1977 and terminating at midnight (EDT) on 
October 30, 1977 of the securities of Consolidated 
Services Inc. (“Consolidated”) a Colorado corporation 
with principal executive offices located at Suite 912, 
9777 Wilshire Boulevard, Beverly Hills, California 
90212. 


The Commission ordered the trading suspension with 
the concurrence of Consolidated because of recent 
unusual and unexplained market activity in the 
company’s stock and because of the lack of adequate 
public information about Consolidated’s operations 
and financial condition. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 


carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14087/October 21, 1977 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE BOSTON STOCK EXCHANGE 
CLEARING CORPORATION 


(File No. SR-BSECC-77-1) 


The Boston Stock Exchange Clearing Corporation 
submitted on October 7, 1977, a proposed rule change 
to amend its fee schedule. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate the rule change if it appears to the 
Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 31, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
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Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSECC-77-1. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14088/October 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-26 


The American Stock Exchange, Inc. submitted on 
September 20, 1977 a proposed rule change under Rule 
19b-4 to permit additional exceptions to its rule 
restricting certain transactions in “deep-out-of-the- 
money” options. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-77-26. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
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will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14089/Oct. 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of PHLX/MSE Plans 
[File No. 4-199] 


The Philadelphia Stock Exchange, Inc. (the “PHLX”), 
and the Midwest Stock Exchange, Inc. (the “MSE”) 
filed with the Commission a plan for allocation of 
regulatory responsibilities pursuant to Rule 17d-2 (17 
CFR 240.17d-2)(“section 240.17d-2”) on May 9, 1977. 


The proposed plan provides that the self-regulatory 
organization designated to examine for compliance 
with applicable financial responsibility rules (the 
“designated examining authority” or “DEA”) pursuant 
to Rule 17d-1 (17 CFR 240.17d-1)(“section 240.17d-1”) 
would be responsible for processing and acting on 
certain applications submitted by dual members. The 
exchange that is not the DEA (“the other exchange”) 
would, however, continue to be responsible, subject to 
further allocation pursuant to section 240.17d-2, for 
applications to become regular or associate 
members. 


In addition, under the proposed plan, the DEA would 
be responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 
members. The DEA would also be responsible for 
taking appropriate action on all inquiries and 
complaints involving dual members. 


The DEA would be responsible for conducting 
examinations for compliance with financial, opera- 
tional and sales supervision by dual members, as well 
as all special examinations except that both PHLX and 
MSE reserve the right to participate in any special 
examination. The DEA would be responsible for review 
of and subsequent action on or in respect of dual 
































members’ Financial and Operational Combined 
Uniform Single (FOCUS) Report and any generally 
applicable financial reporting requirements. PHLX will 
submit to MSE, for all PHLX members who are 
participants of Midwest Clearing Corporation (“MCC”) 
for which PHLX is the DEA, and the MSE will submit to 
the PHLX, for all MSE members who are participants of 
the Stock Pacific Clearing Corporation of Philadelphia 
(“SCCP”) for which MSE is the DEA, a summary of 
certain predefined key data from the monthly 
FOCUS Reports or a copy of such FOCUS Reports. The 
DEA would also be responsible for review, approval 
and retention of all partnership agreements, corporate 
certificates, by-laws, subordinated loan agreements 
and related agreements and amendments including 
clearing agreements. PHLX and MSE have agreed to 
assist each other in the conduct of examinations where 
requested to do so for geographical or other 
considerations. 


Further, the DEA would be responsible for disciplinary 
investigations and proceedings involving dual 
members except insofar that the other exchange may 
assume jurisdiction in investigations relating to a 
transaction on the other exchange affecting securities 
listed on the other exchange or any other activity 
having a unique reference to the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specific responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-199. 





Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L. Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14090/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of BSE/PHLX Plans 
[File No. 4-198] 


the Boston Stock Exchange, Inc. (the ‘‘BSE’’) and the 
Philadelphia Stock Exchange, Inc. (the ‘‘PHLX’’) filed 
with the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘‘section 240.17d-2’’) on May 9, 1977. 


The proposal provides that the self-regulatory organiza- 
tion designated to examine for compliance with 
applicable financial responsibility rules (‘‘the desig- 
nated examining authority’’ or ‘‘DEA’’) pursuant to 
Rule 17d-1 (17 CFR 240.17d-1) (‘‘section 240.17d-1’’) 
would be responsible for processing and acting on 
certain applications submitted by members of BSE and 
PHLX (‘‘dual members’’). The exchange that is not the 
DEA (‘‘the other exchange’’) would, however, continue 
to be responsible, subject to further allocation pursuant 
to section 240.17d-2, for application for PHLX associate 
memberships, registered options principals, and notifi- 
cation of registered representatives certified as 
qualified to handle accounts involving options transac- 
tions. 


The DEA would be responsible for reviewing advertise- 
ments, market letters, research reports, sales litera- 
ture, radio, television and writing and speaking 
activities of dual members except in relation to PHLX 
listed options. It would also be responsible for taking 
appropriate action on all inquiries and complaints 
involving dual members. 


The DEA would be responsible for conducting 
examinations for compliance with financial, operational 
and sales supervision by dual members, except that 
PHLX would continue its responsibilities in the area of 
options sales practices. It would conduct all special ex- 
aminations except that both the DEA and the other 
exchange reserve the right to participate in any special 
examinations. 


The DEA would be responsible for review of and subse- 
quent action on or in respect of dual members’ 
Financial and Operational Combined Uniform Single 
(FOCUS) Report and any generally applicable financial 
reporting requirements. It would also be responsible 
for review, approval and retention of all partnership 
agreements, corporate certificates, by-laws, subor- 
dinated loan agreements and related agreements and 
amendments including clearing agreements. 
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Further, the DEA would be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating uniquely to the 
transactions of business on the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. 4-198. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission‘s Public Reference Room, 1100 
L Street, N.W. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14091/Oct. 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2. 


Notice of Filing of NASD/BSE Plans 
[File No. 4-196] 


The National Association of Securities Dealers, Inc. 
(the ‘‘NASD’’) and the Boston Stock Exchange, Inc. 
(the ‘‘BSE’’) filed with the Commission a plan for allo- 
cation of regulatory responsibilities pursuant to Rule 
17d-2 (17 CFR 240.17d-2) (‘‘section 240.17d-2’’) under 
the Securities Exchange Act of 1934, 15 U.S.C. § 78a et 
seq., as amended (the ‘‘Act’’), on May 2, 1977. The 
major provisions of the proposal are as follows. 


Subject to further allocation pursuant to section 
240.17d-2 the NASD would be designated to examine 
for and enforce compliance with the Act, its rules and 
regulations and the rules of the BSE as well as its own 
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rules for those members currently designated to the 
BSE pursuant to Rule 17d-1 (17 CFR 240.17d-1) which 
are also members of the NASD (‘‘dual members’’). 


The NASD would assume responsibility for inspection, 
examination and surveillance of dual members and 
their associated persons for compliance with the Con- 
stitution and rules of the BSE. However, the BSE would 
retain full responsibility for surveillance and compli- 
ance with regard to trading activities and practives on 
its floor. 


The NASD would be responsible for monitoring the 
activities of dual members and investigating any 
violations of the BSE’s rules, the BSE would retain en- 
forcement responsibility; the BSE may, however, 
authorize the NASD to conduct enforcement pro- 
ceedings. 


With respect to any other apparent violations, the 
NASD would exercise enforcement responsibility 
except that the BSE may assume concurrent jurisdic- 
tion to enforce alleged violations relating to trans- 
actions on the BSE or requests for extensions of time 
pursuant to Regulation T. Any enforcement proceed- 
ings conducted by the NASD pursuant to the plan 
.would be conducted in accordance with the NASD’s 
Code of Procedure for Handling Trade Practice Com- 
plaints. 


The NASD would be responsible for processing and 
acting upon all applications for all persons associated 
with these members who must be approved under rules 
of both the BSE and the NASD as well as upon certain 
matters relating to the administration of branch offices. 


The NASD and the BSE would share pertinent informa- 
tion relating to the exercise of their regulatory 
responsibilities with respect to these matters. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specific responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. 4-196. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. 


By the Commission. 
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George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14092/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of PHLX/PSE Plans 
[File No. 4-197] 


The Philadelphia Stock Exchange, Inc. (the ‘‘PHLX’’), 
and the Pacific Stock Exchange, Inc. (the ‘‘PSE’’) filed 
with the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘‘section 240.17d-2’’) on May 9, 1977. 


The proposed plan provides that the self-regulatory 
organization designated to examine for compliance with 
applicable financial responsibility rules (the ‘‘desig- 
nated examining authority’’ or ‘‘DEA’’) pursuant to 
Rule 17d-1 (17 CFR 240.17d-1) (‘‘section 240.17d-1’’) 
would be responsible for processing and acting on 
certain applications submitted by dual members. The 
exchange that is not the DEA (‘‘the other exchange’’) 
would, however, continue to be responsible, subject to 
further allocation pursuant to section 240.17d-2, for 
applications to become regular or associate members. 


In addition, under the proposed plan, the DEA would 
be responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, televi- 
sion and writing and speaking activities of dual 
members. The DEA would also be responsible for 
taking appropriate action on all inquiries and com- 
plaints involving dual members. 


The DEA would be responsible for conducting examina- 
tions for compliance with financial operational and 
sales supervision by dual members, as well as all 
special examinations except that both PHLX and PSE 
reserve the right to participate in any special examina- 
tion. The DEA would be responsible for review of and 
subsequent action on or in respect of dual members’ 
Financial and Operational Combined Uniform Single 
(FOCUS) Report and any generally applicable financial 
reporting requirements. PHLX will submit to PSE, for 
all PHLX members who are participants of Pacific 
Clearing Corporation (‘‘PCC’’) for which PHLX is the 
DEA, and the PSE will submit to the PHLX, for all PSE 
members who are participants of the Stock Pacific 


Clearing Corporation of Philadelphia (‘‘SCCP’’) for 
which PSE is the DEA, a summary of certain prede- 
fined key data from the monthly FOCUS Reports or a 
copy of such FOCUS Reports. The DEA would also be 
responsible for review, approval and retention of all 
partnership agreements, corporate certificates, by 
laws, subordinated loan agreements and related agree- 
ments and amendments including clearing agree- 
ments. PHLX and PSE have agreed to assist each other 
in the conduct of examinations where requested to do 
so for geographical or other considerations. 


Further, the DEA would be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating to a transaction on 
the other exchange, affecting securities listed on the 
other exchange or any other activity having a unique 
reference to the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specific responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-197. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE.ACT OF 1934 
Release No. 14093/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of NYSE/PHLX Plans 
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[File No. 4-264] 


The New York Stock Exchange, Inc. (the ‘‘NYSE’’) and 
the Philadelphia Stock Exchange, Inc. (the ‘‘PHLX’’) 
filed with the Commission a plan for allocation of regu- 
latory responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘‘section 240.17d-2’’) on May 9, 1977. 


The proposal provides that the self-regulatory organiza- 
tion designated to examine for compliance with 
applicable financial responsibility rules (‘‘the desig- 
nated examining authority’’ or ‘‘DEA’’) pursuant to 
Rule 17d-1 (17CFR 240.17d-1) (‘‘section 240.17d-1’’) 
would be responsible for processing and acting on 
certain applications submitted by members of NYSE 
and PHLX (‘‘dual members’’). The exchange that is not 
the DEA (‘‘the other exchange’’) would, however, 
continue to be responsible, subject to further allocation 
pursuant to section 240.17d-2, for applications for 
PHLX associate memberships, registered options 
principals, and notification of registered representa- 
tives certified as qualified to handle accounts involving 
options transactions. 


The DEA would be responsible for reviewing advertise- 
ments, market letters, research reports, sales litera- 
ture, radio, television and writing and speaking 
activities of dual members except in relation to PHLX 
listed options. It would also be responsible for taking 
appropriate action on all inquiries and complaints 
involving dual members. 


The DEA would be responsible for conducting examina- 
tions for compliance with financial, operational and 
sales supervision by dual members, except that PHLX 
would continue its responsibilities in the area of options 
sales practices. It would conduct all special examina- 
tions except that both the DEA and the other exchange 
reserve the right to participate in any special examina- 
tions. 


The DEA would be responsible for review of and 
subsequent action on or in respect of dual members’ 
Financial and Operational Combined Uniform Single 
(FOCUS) Report and any generally applicable financial 
reporting requirements. It would also be responsible 
for review, approval and retention of all partnership 
agreements, corporate certificates, by-laws, subordin- 
ated loan agreements and related agreements and 
amendments including clearing agreements. 


Further, the DEA would be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating uniquely to the 
transaction of business on the other exchange. 
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In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six(6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-264. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14094/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of NASD/CSE Plans 
[File No. 4-273] 


The National Association of Securities Dealers, Inc. 
(the ‘‘NASD’’) and the Cincinnati Stock Exchange (the 
‘*CSE’’) filed with the Commission a plan for the alloca- 
tion of regulatory responsibilities pursuant to Rule 
17d-2 (17 CFR 240.17d-2) (‘‘Section 240.17d-2’’) under 
the Securities Exchange Act of 1934, 15 U.S.C. § 78a et 
seq., as amended (the ‘‘Act’’), on June 25, 1977. The 
major provisions of the proposal are as follows. 


Subject to further allocation pursuant to Section 
240.17d-2, the NASD would be designated to examine 
for and enforce compliance with the Act, its rules and 
regulations, and the rules of the CSE as well as its own 
rules for those members currently designated to the 
CSE pursuant to Rule 17d-1 (17 CFR 240.17d-1) which 
are also members of the NASD (‘‘dual members’’). In 
addition, the parties agree that any major restructuring 
of regulatory responsibilities between self-regulators 























related to the establishment of a central market system 
would take precedence over any inconsistent provisions 
of the present agreement. 


The NASD would assume responsibility for inspection, 
examination and surveillance of dual members and 
their associated persons for compliance with the Consti- 
tution and the rules of the CSE. However, the CSE 
would retain full responsibility for surveillance and 
compliance with regard to trading activities and 
practices on its floor. 


The NASD would be responsible for monitoring the 
activities of dual members and investigating any viola- 
tions of pertinent laws, rules or regulations. With 
respect to apparent violations, the NASD would 
exercise enforcement responsibility except that the 
CSE may assume concurrent jurisdiction to enforce 
alleged violations relating to transactions on the CSE. 


The NASD would be responsible for processing and 
acting upon all applications for all persons associated 
with these members who must be approved under rules 
of both the CSE and NASD as well as upon certain 
matters relating to the administration of brance offices. 


The NASD and the CSE would share pertinent informa- 
tion relating to the exercise of their regulatory 
responsibilities with respect to these members. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-273. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14095/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of NASD/PSE Plans 
[File No. 4-267] 


The National Association of Securities Dealers, Inc. 
(the ‘‘NASD’’) and the Pacific Stock Exchange Incor- 
porated (the ‘‘PSE’’) filed with the Commission a plan 
for the allocation of regulatory responsibilities pursuant 
to Rule 17d-2 (17 CFR 240.17d-2) (‘‘Section 240.17d-2’’) 
under the Securities Exchange Act of 1934, 15 U.S.C. § 
78a et seq., as amended (the ‘‘Act’’), on June 6, 1977. 
The major provisions of the proposal are as follows. 


Subject to further allocation pursuant to Section 
240.17d-2, the NASD would be designated to examine 
for and enforce compliance with the Act, its rules and 
regulations, and the rules of the PSE as well as its own 
rules for those members currently designated to the 
PSE pursuant to Rule 17d-1 (17 CFR 240.17d-1) which 
are also members of the NASD (‘‘dual members’’). The 
proposed plan specifically provides that the NASD 
would assume these responsibilities for PSE/NASD 
members whom the PSE currently examines for 
compliance with respect to rules relating to transactions 
in options. 


The NASD would assume responsibility for inspection, 
examination and surveillance of dual members and 
their associated persons for compliance with the Consti- 
tution and the rules of the PSE. However, the PSE 
would retain full responsibility for surveillance and 
compliance with regard to trading activities and 
practices on its floor. 


The NASD would be responsible for monitoring the 
activities of dual members and investigating any 
violations of pertinent laws, rules or regulations. How- 
ever, with respect to apparent violations of the PSE’s 
rules, the PSE will retain enforcement responsibility; 
the PSE may, however, authorize the NASD to conduct 
enforcement proceedings. With respect to any other 
apparent violations, the NASD would exercise enforce- 
ment responsibility except that the PSE may assume 
concurrent jurisdiction to enforce alleged violations 
relating to transactions on the PSE or requests for 
extensions of time pursuant to Regulation T. Any 
enforcement proceedings conducted by the NASD pur- 
suant to the plan would be conducted in accordance 
with the NASD’s Code of Procedure for Handling Trade 
Practice Complaints. 


The NASD would be responsible for processing and 
acting upon all applications for all persons associated 
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with these members who must be approved under rules 
of both the PSE and NASD as well as upon certain 
matters relating to the administration of branch offices. 


The NASD and the PSE would share pertinent 
information relating to the exercise of their regulatory 
responsibilities with respect to these members. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-267. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14096/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of AMEX/PHLX Plans 
[File No. 4-266] 


The American Stock Exhange, Inc. (the ‘‘AMEX’’) and 
the Philadelphia Stock Exchange, Inc. (the ‘‘PHLX’’) 
filed with the Commission a plan for allocation of 
regulatory responsibilities pursuant to Rule 17d-2 (17 
CFR 240.17d-2) (‘‘Section 240.17d-2’’) on May 26, 
1977. 


The proposal provides that the self-regulatory organiza- 
tion designated to examine for compliance with 
applicable financial responsibility rules (‘‘the desig- 
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nated examining authority’’ or ‘‘DEA’’) pursuant to 
Rule 17d-1 (17 CFR 240.17d-1) (‘‘Section 240.17d-1’’) 
would be responsible for processing and acting on 
certain applications submitted by members of AMEX 
and PHLX (‘‘dual members’’). The exchange that is not 
the DEA (‘‘the other exchange’’) would, however, 
continue to be responsible, subject to further allocation 
pursuant to section 240.17d-2, for applications to 
become regular or associate members. 


The DEA would be responsible for reviewing advertise- 
ments, market letters, research reports, sales litera- 
ture, radio, television and writing and speaking 
activities of dual members. It would also be responsible 
for taking appropriate action on all inquiries and 
complaints involving dual members. 


The DEA would be responsible for conducting 
examinations for compliance with financial, operational 
and sales supervision by dual members. It would 
conduct all special examinations except that both the 
DEA and the other exchange reserve the right to 
participate in any special examinations. 


The DEA would be responsible for review of and subse- 
quent action on or in respect of dual members’ 
Financial and Operational Combined Uniform Single 
(FOCUS) Report and any generally applicable financial 
reporting requirements. It would also be responsible 
for review, approval and retention of all partnership 
agreements, corporate certificates, by-laws, subor- 
dinated loan agreements and related agreements and 
amendments including clearing agreements. 


Further, the DEA would be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating uniquely to the 
transaction of business on the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-266. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 
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George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14097/October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing and AMEX/ MSE Plans 
[File No. 4-265] 


The American Stock Exchange, Inc. (the ‘‘AMEX’’) 
and the Midwest Stock Exchange, Inc. (the ‘‘MSE‘‘) 
filed with the Commission a plan for allocation of 
regulatory responsibilities pursuant to Rule 17d-2 (17 
CFR 240.17d-2) (‘‘Section 240.17d-2) on May 11, 1977. 


The proposal provides that AMEX would be responsi- 
ble for processing and acting on certain applications 
submitted by members of AMEX and MSE (‘‘dual 
members’’). However, both AMEX and MSE would 
continue their separate responsibilities for those 
persons who are, or apply to become, equity or options 
members and who propose to join or become associated 
with a dual member. 


AMEX would be responsible for reviewing advertise- 
ments, market letters, research reports, sales litera- 
ture, radio, television and writing and speaking 
activities of dual members. All inquiries and 
complaints involving dual members received by MSE 
would be referred to AMEX who would be responsible 
for taking appropriate action. However, MSE would 
retain responsibility for those inquiries and complaints 
involving trades executed and other activities on the 
MSE. 


AMEX would be responsible for conducting examina- 
tions for compliance with financial, operational and 
sales supervision by dual members. It would conduct all 
special examinations except that both AMEX and MSE 
reserve the right to participate in any special 
examinations. 


AMEX would be responsible for review of and 
subsequent action on or in respect of dual members’ 
financial and Operational Combined Uniform Single 
(FOCUS) Report and any generally applicable financial 
reporting requirements. In addition AMEX would 
submit to the MSE, for all AMEX members who are 


participants of Midwest Clearing Corporation 
(‘‘MCC’’), a summary of certain predefined key data 
from the monthly FOCUS Report or a copy of such 
FOCUS Report. AMEX would also be responsible for 
review, approval and retention of all partnership 
agreements, corporate certificates, by-laws, subor- 
dinated loan agreements and related agreements and 
amendments including clearing agreements. 


Further, the AMEX would be responsible for dis- 
ciplinary investigations and proceedings involving dual 
members except insofar that the MSE may assume 
jurisdiction in investigations relating uniquely to the 
transaction of business on the MSE. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal Register. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-265. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 20549. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14098/ October 25, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of NASD/ MSE Plans 

[File No. 4-274] 

The National Association of Securities Dealers, Inc. 
(the ‘‘NASD’’) and the Midwest Stock Exchange 


Incorporated (the ‘‘MSE’’) filed with the Commission a 
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plan for the allocation of regulatory responsibilities 
pursuant to Rule 17d-2 (17 CRF 240.17d-2) (“Section 
240.17d-2’’) under the Securities Exchange Act of 1934, 
15 U.S.C. § 78a et seq., as amended (the ‘‘Act’’), on 
September 19, 1977. The major provisions of the 
proposal are as follows. 


Subject to further allocation pursuant to Section 
240.17d-2, the NASD would be designated to examine 
for and enforce compliance with the Act, its rules and 
regulations, and the rules of the MSE as well as its own 
rules for those members currently designated to the 
MSE pursuant to Rule 17d-1 (17 CFR 240.17d-1) which 
are also members of the NASD (‘‘dual members’’), 
except for certain dual members engaged in significant 
floor functions on the MSE. The proposed plan 
specifically provides that the NASD would assume 
these responsibilities for MSE/NASD members whom 
the MSE currently examines for compliance with 
respect to rules relating to transactions in options. 


The NASD would assume responsibility for inspection, 
examination and surveillance of dual members and 
their associated persons for compliance with the Con- 
stitution and the rules of the MSE. However, the MSE 
would retain full responsibility for surveillance and 
compliance with regard to trading activities and 
practices on its floor. 


The NASD would be responsible for monitoring the 
activities of dual members and investigating any 
violations of pertinent laws, rules or regulations. 
However, with respect to apparent violations of the 
MSE’s rules, the MSE will retain enforcement 
responsibility; the MSE may, however, authorize the 
NASD to conduct enforcement proceedings. With 
respect to any other apparent violations, the NASD 
would exercise enforcement responsibility except that 
the MSE may assume concurrent jurisdiction to enforce 
alleged violations relating to transactions on the PSE 
or requests for extensions of time pursuant to 
Regulation T and Rule 15c3-3. Any enforcement 
proceedings conducted by the NASD pursuant to the 
plan would be conducted in accordance with the 
NASD’s Code of Procedures for Handling Trade 
Practice Complaints. 


The NASD would be responsible for processing and 
acting upon all applications for all persons associated 
with these members who must be approved under rules 
of both the MSE and NASD as well as upon certain 
matters relating to the administration of branch offices. 


The NASD and the MSE would share pertinent infor- 
mation relating to the exercise of their regulatory 
responsibilities with respect to these members. 
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In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specific responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within (30) days 
from the date of the publication of this notice in the 
Federal jRegister. Persons wishing to comment should 
file six (6) copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitoi Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-274. 


Copies of the Submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14099/October 25, 1977 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike from 
listing and registration the common stock, $1.00 par 
value, of International Couriers Corporation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14100/October 25, 1977 


Administrative Proceeding File No. 3-5307 

In the Matter of: 

PROPERTY SECURITIES OF AMERICA, INC. 
P.O. Box 20016 

El Paso, Texas 79998 


FINDINGS AND ORDER 
SANCTION 





IMPOSING REMEDIAL Q 
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In these broker-dealer proceedings under the Securities 
Exchange Act of 1934, Property Securities of America, 
Inc. (Respondent), a registered broker-dealer has sub- 
mitted an Offer of Settlement which the Commission 
has determined to accept. Solely for the purpose of 
these and any other proceedings brought by the 
Commission, and without admitting or denying the 
allegations in the Order for Proceeding, respondents 
consent to findings of violations as alleged in that Order 
and to the imposition of a specified sanction. 


On the basis of the Order for Proceeding and the Offer 
of Settlement, it is found that: 


(1) During the period from on or about 
January 16, 1973, to March 25, 1974, 
Respondent wilfully violated Section 17 (a) of 
the Securities Act of 1933 and Section 10(b) 
of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder in that such Respon- 
dent in the offer and sale of beneficial 
interests in Property Trust of America, 
made material misstatements concerning 
the yield, immunity from stock market fluc- 
tuations, liquidation value, and the use of 
proceeds concerning such shares of benefi- 
cial interests. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14100/October 25, 1977 


PROPERTY SECURITIES OF AMERICA, INC. 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the Offer of Settle- 
ment. 


IT IS ORDERED that Property effective the second 
Monday after the date of this order, Property Securities 
of America, Inc.’s registration as a broker-dealer be, 
and hereby is, suspended for a period of sixty (60) days. 


For the Commission, by its secretary, pursuant to 
delegated authority. 





Instituted in the matter of Property Securities of 
America, Inc. simultaneously with the entry of this 
Order. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14101/October 25, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC STOCK EXCHANGE INCORPOR- 
ATED 


File No. SR-PSE-77-31 


The Pacific Stock Exchange Incorporated submitted on 
October 17, 1977 a proposed rule change under Rule 
19b-4 to increase the size of options position limits 
under certain defined circumstances. 


Publication of the submission is expected to be made in 
the Federal Register during the week of October 31, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal Re- 
gister. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. Ref- 
erence should be made to File No. SR-PSE-77-31. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14101/October 26, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5877/October 26, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14103/October 26, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5878/October 26, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14104/October 26, 1977 


In the Matter of : 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-77-12) 
ORDER APPROVING PROPOSED RULE CHANGE 


On August 18, 1977, the Philadelphia Stock Exchange, 
Inc. filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the 
‘*Act’’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change which raises the original listing 
fee for stocks and warrants from $2,000 per issue to 
$5,000 per issue. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 13959, (September 15, 
1977)) and by publication in the Federal Register (42 
F.R. 47606 (September 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to regis- 
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tered national securities exchanges, and in particular, 
the requirements of Section 6(b)(4) and the rules and 
regulations thereunder. Section 6(b)(4) requires that @ 
the rules of a registered national securities exchange 
provide for the equitable allocation of reasonable dues, 
fees, and other charges among members, issuers and 
other persons using the exchange’s facilities. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on August 18, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14105/October 27, 1977 


Admin. Proc. File No. 3-5207 

In the Matter of 

WHITE WELD & CO. INCORPORATED 
KIDDER PEABODY & CO. INCORPORATED 


BUTCHER & SINGER INC. 


ORDER INSTITUTING PROCEEDINGS 


FINDINGS AND ORDER 
SANCTION 


IMPOSING REMEDIAL 


These are proceedings pursuant to Sections 15(b) and 
19(h) of the Securities Exchange Act of 1934 
(‘Exchange Act’’) to determine whether the respon- 
dents White Weld & Co. Incorporated, Kidder Peabody 
& Co. Incorporated and Butcher & Singer Inc. (‘‘res- 
pondents’’) violated the reporting requirements of 
Sections 10(b) and 17(a) of the Exchange Act and Rules 
10b-7(1) and 17a-2 thereunder. 


Respondents have submitted offers of settlement which 
the Commission has determined to accept. Solely for 
the purpose of these proceedings and without admitting 








or denying any of the allegations, findings or con- 
clusions contained herein, respondents consent to insti- 
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tution of these proceedings and to the Findings and 
Order Imposing Remedial Sanctions. 


The reporting requirements of Sections 10(b) and 17(a) 
of the Exchange Act and Rules 10b-7(1) and 17a-2 
thereunder require that members of underwriting syn- 
dicates, as to each stabilized offering, promptly prepare 
and submit to the syndicate manager for filing by the 
manager with the Commission, a Form X-17a-1 
reporting the syndicate members’ participation in the 
stabilized offering. 


Respondents, frequent participants in underwriting 
syndicates, failed, in certain instances, to prepare re- 
quired Forms X-17A-1. 


The Commission therefore FINDS that respondents 
have engaged in willful violations of the reporting 
requirements of Sections 10(b) and 17(a) of the 
Exchange Act and Rules 10b-7(1) and 17a-2 thereunder 
by failing to timely file ‘‘not as manager’’ stabilization 
reports on Form X-17A-1. The Commission has speci- 
fically taken into consideration the following factors in 
determining an appropriate sanction in the public 
interest and for the protection of investors: 


1) That respondents have implemented 
procedures satisfactory to the staff of the 
Commission designed to prevent a recur- 
rence of the violations alleged herein. 


2) That respondents have rendered or will 
render a full report to the staff within 30 
days after entry of this order setting out in 
detail the cause of the delinquencies alleged 
herein: and 


3) That respondents have now filed all 
reports alleged as delinquent. 


Accordingly, 


IT 1S ORDERED that proceedings pursuant to Sections 
15(b) and 19(h) of the Exchange Act be, and they 
hereby are instituted against respondents. 


IT 1S FURTHER ORDERED, that, pursuant to the 
terms of the offers of settlement, White Weld & Co. 
Incorporated, Kidder Peabody & Co. Incorporated and 
Butcher & Singer Inc. be, and hereby are censured. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14106/October 27, 1977 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike from 
listing and registration the common stock, $5.00 par 
value, of Scrivner, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14107/October 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-77-9) 


The Depository Trust Company (‘‘DTC’’) submitted on 
October 5, 1977, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to establish a Conditional Deliver Order (CDO) service 
which would reduce the number of fails-to-deliver 
within the Institutional Delivery (ID) system by 
enabling DTC’s participants to borrow securities in 
order to complete all or most of their institutional 
deliveries on settlement day. 


Publication of the submission is expected to be made in 
the Federal Register during the Week of October 31, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-DTC-77-9. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14108/October 27, 1977 


Accounting Series Release No. 229/ October 27, 1977 
Administrative Proceeding File No. 3-5311 

In the Matter of 

LUKE J. LALANDE 

JOHN F. SWART, JR. 

WILLIAM A. OWENS 


OPINION AND ORDER PURSUANT TO RULE 2(e) OF 
THE COMMISSION’S RULES OF PRACTICE 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) deems it appropriate to institute proceedings 
against Luke J. LaLande (‘‘LaLande’’), William. A. 
Owens (‘‘Owens’’), and John F. Swart, Jr. (‘‘Swart’’), 
pursuant to Rule 2(e) of the Commission’s Rules of 
Practice, 17 CFR 201.2(e). Accordingly, iT IS HEREBY 
ORDERED that such proceedings be, and they are, 
instituted. 


The Respondents have submitted offers of settlement 
in this proceeding. Under the terms of the settlement 
offers, Respondents without admitting or denying the 
factual assertions set forth herein have consented to the 
entry of this Opinion and Order. 


LaLande, Owens and Swart are each certified public ac- 
countants and partners in the Arlington, Virginia, 
accounting firm of Swart, Owens & laLande (‘‘SOL’’). 
During the period beginning in 1972 and continuing to 
1974, SOL prepared audited financial statements for 
the Vortex Corporation (‘‘Vortex’’), a holding company 
engaged in metal fabrication. Vortex and its chairman 
of the board, John D. Schrott, Jr. (‘‘Schrott’’), among 
others were permanently enjoined from violations of 
the registration provisions of the Securities Act of 1933 
on June 25, 1974, in connection with Securities and 
Exchange Commission v. Robert Dale Johnson, et al., 
U.S.D.C. E.D. Va, Alexandria Div., CA 336-74-A, 
alleging the fraudulent offers and sales of securities 
purportedly involving low grade wine. None of the Res- 
pondents were a party to that action. 


In late 1971, SOL was engaged to prepare the annual 
audited financial statements for Vortex Corporation. By 
this time, Schrott had begun soliciting wine investors 
on behalf of Robert Dale Johnson, who at that time was 
an employee of an unrelated company, but was actively 
promoting the ‘‘wine’’ investments. During the course 
of the audit, SOL learned of Vortex’s affiliation with the 
wine investment business and determined that Vortex 
was earning fees as a result of placing individuals into 
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the wine program. In practice, one of the Vortex subsi- 
diaries, Resource Evaluation & Development in. 
(‘‘RED’’), was charging servicing fees to investors for 
acting as a finder or broker for Johnson and performing 
the paperwork required to effect the investment with 
Johnson who operated under the name of Ridge 
Associates (“Ridge”). The three partners of SOL dis- 
cussed the investment and as a result of mutual agree- 
ment, decided to become investors. Schrott did not 
object to their participation. On January 7, 1971, SOL 
invested $15,000.00 with Johnson and paid RED a 
$1,200.00 commission. In turn Johnson issued a ‘‘wine 
contract’’ and promissory note guaranteeing repay- 
ment in nine months as well as a return of approxi- 
mately 30%. Again on February 25, 1972, Swart 
invested $20,000.00 of his own funds and he paid REDa 
$1,600.00 fee. Subsequently, on May 9, 1972, SOL 
invested $10,000.00 and Swart invested $5,000.00 in 
addition to the required fee to RED. 


In the Fall of 1972, Schrott asked SOL to prepare the 
1972 financial statements. By that time Schrott had per- 
suaded Johnson to resign from his full-time job and 
work for Vortex as an executive vice president. By 
August 1972, none of SOL’s or Swart’s prior wine 
investments had become due. The accountants recog- 
nized potential breeches of their ethical responsibilities 
relating to lack of independence, since they were 
involved in a direct creditor-debtor relationship with 
Johnson, who was now an officer of the same company 
they would be auditing. In an attempt to circumvent 
this problem, SOL and Swart sold their full interests in 
the outstanding ‘‘wine contracts’ to Swart’s son, and 
so notified Schrott and Johnson. The accountants, 
however, were still interested in continuing to invest 
and discussed the problems with Schrott who 
suggested a possible solution. Schrott recommended 
that they contract directly with a friend of Schrott’s who 
would then contract with Johnson. This arrangement 
was agreeable and the accountants thus eliminated the 
direct contractual obligation with Johnson. Fees were 
paid to Schrott’s friend who paid the fees to RED once a 
contract was executed with Johnson. Swart, during 
1972 and 1974, invested over $150,000.00 of his 
personal funds in the wine program and during the 
same period SOL invested approximately $300,000.00. 


As aresult of the Commission’s injunctive action which 
exposed the fraudulent scheme, Johnson was unable to 
raise additional funds to be used to pay off investors as 
contracts periodically became due. As aresult, SOL and 
Swart lost substantial sums. 


Conclusion 
In the Commission’s view, SOL was not independent of 


Vortex and should not have rendered an opinion on that 
company’s financial statements. 
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In their Offers of Settlement, Respondents, without 
admitting or denying the factual assertions set forth 
herein, have waived institution of formal proceedings 
and findings under Rule 2(e) and have consented to the 
entry of an Order suspending each of them from 
appearing or practicing before the Commission for six 
months subsequent to the date of the entry of this 
Order. Respondents have represented that they 
currently do not intend to appear or practice before the 
Commission and have undertaken to notify the 
Commission’s Office of the Chief Accountant prior to 
appearing or practicing in the future. 


After due consideration of all circumstances and upon 
recommendation of the staff, the Commission has 
determined to accept the Offers of Settlement. 


Accordingly, IT |S FURTHER ORDERED THAT: 


Luke |‘. LaLande, William A. Owens and John F. Swart, 
Jr., be, and they hereby are, suspended from 
appearing or practicing before the Commission as 
accountants for six months subsequent to the entry of 
this Order and their undertakings are hereby accepted. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14109/October 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-77-10) 


The Depository Trust Company (‘‘DTC’’) submitted on 
October 7, 1977, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
concerning fees for book-entry deliveries through DTC 
interfaces with other depositories. 


Publication of the submission is expected to be made in 
the Federal Register during the week of October 31, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 


Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-DTC-77-10. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be avail- 
able at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14110/October 27, 1977 


In the Matter of 
AMERICAN STOCK EXCHANGE, INC. 
(SR-Amex-76-31) 


ORDER APPROVING PROPOSED RULE CHANGE 


On December 30, 1977, the American Stock Exchange, 
Inc., (‘‘Amex’’) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to conform Exchange 
Rule 5 to the provisions of Rule 19c-1 under the Act, by 
eliminating restrictions on off-board agency transac- 
tions. On August, 23, 1977, the Amex filed with the 
Commission an amendment to such rule change to 
rescind paragraph (d) of Exchange Rule 5 and make 
minor conforming changes to the remaining provisions 
of such Rule. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 34-13932 (September 6, 
1977)) and by publication in the Federal Register (42 
Fed. Reg. 47902 (September 22, 1977)). Notice of the 
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Amendment to the proposed rule change together with 
the terms and substance of such amendment was given 
by publication of a Commission Release (Securities 
Exchange Act Release No. 24-13933 (September 6, 
1977)) and by publication in the Federal Register (42 
Fed. Reg. 47901 (September 22, 1977)). 


The Commission finds that the proposed rule change, 
as amended, is consistent with the requirements of the 
Act and the rules and regulations thereunder applicable 
to registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed ruie change filed 
with the Commission on December 30, 1976, as 
amended, be, and it hereby is approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING CCMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20218/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20219/October 21, 1977 


In the Matter of 


NORTHEAST UTILITIES 
West Springfield, Massachusetts 
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THE ROCKY RIVER REALTY COMPANY 


THE CONNECTICUT LIGHT AND POWER COM y 
PANY 
Hartford, Connecticut 





(70-4537) 


SUPPLEMENTAL ORDER REGARDING EXTENSION 
OF TIME FOR THE ISSUANCE AND SALE OF NOTES 
TO HOLDING COMPANY 


Northeast Utilities (‘‘Northeast’’), a registered holding 
company, The Rocky River Realty Company (‘‘Rocky 
River’), its nonutility subsidiary, and The Connecticut 
Light and Power Company, an electric utility subsidiary 
company of Northeast, have filed with this Commission 
a fourth post-effective amendment to the application- 
declaration in this proceeding pursuant to Sections 6(a), 
7, 9(a), and 10 of the Public Utility Holding Company 
Act of 1935 (‘‘Act’’) regarding the following proposed 
transactions. 
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By order in this proceeding dated October 24, 1967 
(HCAR No. 15884), Rocky River was authorized to 
engage in the business of acquiring, maintaining, and 
disposing of real property in connection with the utility 
operations of the operating companies of the Northeast 

holding-company system. Said order of October 2@ 
1967, as amended by supplemental orders of the Com- 

mission dated December 21, 1970, and October 27, 
1972 (HCAR Nos. 16941 and 17740) also authorized T 
Rocky River to issue and sell to Northeast until October A 
24, 1977, and Northeast was authorized to acquire, up 
to $10,000,000 aggregate principal amount of Rocky ( 
River’s long-term unsecured notes (‘‘Notes’’) to 
finance such real estate activities. It was provided that, C 
since Rocky River’s capital requirements vary from 1 
time to time, Rocky River could in its discretion pay out P 
of capital Notes theretofore issued and thereafter issue 








and sell to Northeast, and Northeast could acquire, | i 
additional Notes in adjusting the amount of notes out- | hi 
standing to Rocky River’s capital requirements. Ir 

Si 
By post-effective amendment, it is now proposed that | re 
the authorization regarding said Notes be extended for tr 
a five-year period expiring October 24, 1982. | ti 
No State or Federal commission, other than this Com- Sc 
mission has jurisdiction over the proposed transactions. bi 

ur 
Due notice of the filing of said application-declaration st 
has been given in the manner prescribed in Rule 23 pro- | fri 
mulgated under the Act (HCAR No. 20187), and no w 
hearing has been requested of or ordered by the CO 






Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 





dverse findings are necessary; and that it is 
ppropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as now amended, be granted and 
permitted to become effective: 


at 





IT 1S ORDERED, pursuant to the applicable provisions 
| of the Act and rules thereunder, that said application- 
declaration, as now amended, be, and it hereby is, 
granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 





y | For the Commission, by the Division of Corporate 
| Regulation, pursuant to delegated authority. 

_ 

» 1 

4 George A. Fitzsimmons 

; Secretary 
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‘@ Releast No. 20220/October 21, 1977 
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n- In the Matter of 


t'; 

2d THE SOUTHERN COMPANY 

er Atlanta, Georgia 

iD | 

ky | (70-6056) 

to | 

at, | ORDER AUTHORIZING ISSUANCE AND SALE OF 

ym 11,000,000 SHARES OF COMMON STOCK AT COM- 

ut PETITIVE BIDDING 

ue 

re, The Southern Company (‘‘Southern’’), a registered 

ut- holding company, has filed a declaration and amend- 
ments thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 

nat Company Act of 1935 (‘‘Act’’) and Rule 50 promulgated 

for | thereunder regarding the following proposed transac- 

| tion. 
ym- | Southern proposes to issue and sell at competitive 


ns. bidding 11,000,000 shares of its authorized but 
unissued common stock, par value $5 per share. It is 

‘ion | stated that Southern intends to use the net proceeds 
yro- | from the sale of the additional common stock, together 
no with treasury funds and the proceeds from the sales of 

the common stock through operation of its dividend rein- 
ord, vestment and stock purchase plan and the employee 
savings plan, to make additional investments in 
common equities of the operating affiliates and for 






f no 


other corporate purposes. The operating affiliates 
intend to use the funds received for the construction or 
acquisition of property, for the retirement of interim 
indebtedness incurred for such purposes, and for other 
corporate purposes. 


The fees and expenses to be incurred in connection with 
this transaction are estimated at $321,000, including a 
legal fee of $40,000 and accountants’ fee of $93,000. 
The fee of counsel for the purchasers of the stock is 
estimated at $28,000 and will be paid by the successful 
bidders. No State or Federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20178), and no hearing has 
been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said declaration, as amended, be 
permitted to become effective: 


iT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20221/October 21, 1977 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-5978) 
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SUPPLEMENTAL ORDER AUTHORIZING INCREASE 
IN CAPITAL CONTRIBUTIONS TO SUBSIDIARY 
COMPANY 


The Southern Company (‘‘Southern’’), a registered 
holding company, has filed with this Commission a 
post-effective amendment to the application- 
declaration in this proceeding pursuant to Section 12(b) 
of the Public Utility Holding Company Act of 1935 
(‘‘Act’’?) and Rule 45 promulgated thereunder re- 
garding the following proposed transaction. 


By order in this proceeding dated March 29, 1977 
(HCAR No. 19968), Southern, among other things, was 
authorized to make capital contributions to Mississippi 
Power Company (‘‘Mississippi’’), an electric utility 
subsidiary company, in the amount of $4,000,000. 
Southern now proposes to increase the aggregate of 
such capital contributions to $10,000,000. It is stated 
that Mlssissippi’s construction budget for 1977 has 
increased (primarily at Mississippi’s Plant Daniel), 
thus requiring the need for the additional funds from 
Southern. Mississippi plans to use the capital contribu- 
tions for financing the cost of such construction 
program (presently estimated at $51,850,000), to pay 
notes payable incurred for such purpose, and for other 
lawful purposes. 


No State commission and no Federal commission, 
other than this Commission has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said post-effective 
amendment to the application-declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20186), and no hearing has 
veer reanested of or ordered by the Commission. Upon 
ihe vasis he facts in the record, it is hereby found 
fai sie ap oticable standards of the Act and the rules 
there.der are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended by said 
post-effective amendment, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Reg- 
ulation, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20222/October 21, 1977 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02107 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5875) 


ORDER RELEASING JURISDICTION OVER FEES 
AND EXPENSES 


Eastern Utilities Associates (‘‘EUA’’), a registered 


holding company, and two of its subsidiary clectri@) 


utility companies, Brockton Edison Company (‘‘Brock 
ton’’), and Montaup Electric Compay (‘‘Montaup’’), 
have filed a post-effective amendment to the applica- 
tion-declaration previously filed with this Commission 
pursuant to Sections 6, 7, 9(a), 10, 12(d) and 12(f) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rules 43(a) and 44(a) promulgated thereunder 
regarding the following proposed transactions. 


By order dated September 3, 1976 (HCAR No. 19670) in 
this proceeding, the Commission authorized EVA to 
borrow $20,000,000 through the issuance of unsecured 
promissory notes to two banks; authorized Brockton to 
issue and sell up to 378,368 shares of newly issued 
additional Brockton common stock to EUA; and 
authorized Montaup to issue and sell up to 95,000 
newly issued shares of Montaup common stock to 
Brockton. Jurisdiction was reserved with respect to the 
fees and expenses to be incurred in connection with the 
proposed transactions. 


By post-effective amendment filed in this proceeding, it 
is stated that fees and expenses to be incurred in con- 
nection with the proposed transactions are estimated 
at: $191,853 payable by EUA, including $27,766 in legal 
fees and $23,495 in fees payable to EUA Service Cor- 
poration (‘‘EUA Service’’); $9,521 payable by Brock- 
ton, including $3,544 in legal fees and $1,229 in fee 
payable in EUA Service; and $9,306 payable b 
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ontaup, including $3,035 in legal fees and $1,382 in 
es payable to EUA Service. 


Upon the basis of the facts in the record, as further 
amended by said post-effective amendment, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no ad- 
verse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said application-declaration, as further 
amended by said post-effective amendment, be granted 
and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


IT IS FURTHER ORDERED that the jurisdiction here- 
tofore reserved over fees and expenses in the order of 
September 3, 1976, be, and it hereby is, released. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20223/October 21, 1977 


In the Matter of 


THE CONNECTICUT LIGHT & POWER COMPANY 
Berlin, Connecticut 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Wethersfield, Connecticut 


WESTERN MASSACHUSETTS ELECTRIC 
COMPANY 
West Springfield, Massachusetts 


(70-5929) 


PPLEMENTAL ORDER RELEASING JURISDIC- 
TION OVER SALES OF INTERESTS IN A NUCLEAR 


FIRED GENERATING FACILITY; CONTINUED RE- 
SERVATION OF JURISDICTION OVER CERTAIN 
OTHER TRANSACTIONS 


By an order dated December 13, 1976 (HCAR No. 
19805) this Commission authorized The Connecticut 
Light & Power Company (‘‘CL&P’’) and Western 
Massachusetts Electric Company (‘‘WMECO’’), both 
of which are wholly owned subsidiaries of Northeast 
Utilities (‘‘Northeast’’), a registered holding company, 
to sell their entire interests, as tenants in common with 
several other utilities, in Pilgrim Unit No. 2, a nuclear 
fired electric generating facility currently under 
construction in Plymouth, Massachusetts. By a 
supplemental order dated February 28, 1977 (HCAR 
No. 19904), CL&P, WMECO and The Hartford Electric 
Light Company (‘‘HELCO’’), another wholly owned 
subsidiary of Northeast, were authorized to sell 
portions of their undivided joint interests in Millstone 
Unit No. 3 (‘‘Millstone 3’’), a nuclear fired electric 
generating facility presently under construction in 
Waterford, Connecticut, to the Massachusetts Munici- 
pal Wholesale Electric Company (‘‘MMWEC’’) and the 
Vermont Electric Cooperative, Inc., (‘‘Vermont’’). 
Jurisdiction was reserved over further sales by CL&P, 
HELCO and WMECO of portions of their interests in 
Millstone 3 to New England Power Company 
(‘‘NEPCO’’) and United Illuminating Company 
(‘‘United’’) and over the sale by CL&P of its entire joint 
ownership interest in Seabrook Unit Nos. 1 and 2 
(‘‘Seabrook 1 and 2’’), which are nuclear fired electric 
generating facilities presently under censtruction in 
Seabrook, New Hampshire. 


CL&P, HELCO and WMECO have now filed a post- 
effective amendment to their declaration. The North- 
east subsidiaries now propose to sell the interests in 
Millstone 3 which were to be sold to NEPCO and United 
to Central Maine Power Company (‘‘Central Maine’’), 
MMWEC AND Montaup Electric Company (‘‘Mon- 
taup’’). CL&P, HELCO and WMECO propose to sell 
the following percentage ownership interests in 
Millstone 3 to the purchasers specified below: 





Purchasers Sellers 

CL&P HELCO WMECO TOTAL 
Central Maine 1.325% 0.700% 0.475% 2.500% 
MMWEC 0.710% 0.375% 0.254% 1.339% 
Montaup 0.868% 0.458% 0.311% 1.637% 
Total 2.903% 1.533% 1.040% 5.476% 


The proposed sales will occur on October 25, 1977 at a 
price equal to the total costs paid or accrued by CL&P, 
HELCO and WMECO as of the transfer date, including 
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carrying costs and property taxes. It is estimated that 
the consideration to be received by the sellers will 
amount to $12,132,925 for CL&P, $6,409,847 for 
HELCO and $4,349,539 for WMECO. 


The record has not been completed with respect to 
CL&P’s proposed sale of its entire 12% joint ownership 
interest in Seabrook 1 and 2. 


CL&P, HELCO and WMECO state that these interests 
in Millstone 3 are being sold in order to reduce the 
capital expenditure programs of the selling companies 
through the 1970’s and to reduce revenue requirements 
as a result. It is further stated that the anticipated 
benefits of the sales were weighed against the need for 
the generating capacity of the units being sold in 
meeting projected loads in the 1980’s. It is stated that 
the consummation of the proposed sales will achieve a 
better balance between the needs of the purchasing 
utilities and those of CL&P, HELCO and WMECO for 
base load nuclear capacity in the 1980’s without 
impairing the ability of the selling utilities to meet fore- 
casted load demands. 


The fees and expenses incurred from December, 1975 
through October 31, 1977, in connection with all the 
transactions proposed in this declaration, including the 
sales of interests in Pilgrim 2 and the proposed sale of 
CL&P’s interest in Seabrook 1 and 2, are estimated at 
$106,200, including legal fees of $99,500. 


The sales by CL&P, HELCO and WMECO of their 
interests in Millstone 3 and by CL&P of its interests in 
Seabrook 1 and 2 have been approved by the Connecti- 
cut Public Utilities Control Authority. The Massachu- 
setts Department of Public Utilities (‘‘DPU’’) has 
authorized the purchase by Montaup of its interest in 
Millstone 3 and the sale of that interest by CL&P, 
HELCO and WMECO. The New Hampshire Public 
Utility Commission has jurisdiction over the sale by 
CL&P of its interest in Seabrook 1 and 2. The DPU may 
have jurisdiction over the sale by CL&P of its interest in 
Seabrook 1 and 2. The United States Nuclear Regula- 
tory Commission has approved the transfers of 
ownership interests in Millstone 3 and has jurisdiction 
over the transfer of CL&P’s ownership interests in 
Seabrook 1 and 2. It is stated that no other state com- 
mission and no other federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19763), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied as to the sales by CL&P, 
HELCO and WMECO of their respective interests in 
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Millstone 3 that no adverse findings are necessary; and 





that it is appropriate in the public interest and in in@) . 
interest of investors and consumers that said declara- 
tion, as amended, be permitted to become effective as 
to the sales by CL&P, HELCO and WMECO of their 
respective interests in Milistone 3. 





7 


ne 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that the jurisdiction 
reserved in the orders of December 13, 1976 and 
February 28, 1977, with respect to the sales by CL&P, 
HELCO and WMECO of portions of their interest in 
Millstone 3 be, and it hereby is, released effective 
forthwith and that the transactions may be consum- 
mated subject to the terms and conditions prescribed 
in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved over the sale by CL&P of its interest 
in Seabrook 1 and 2 pending completion of the record in 
connection with that transaction. 


: 
| 
For the Commission, by the Division of Corporate Re- ¢ 
gulation, pursuant to delegated authority. ( 
s 
s 


George A. Fitzsimmons 








Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 ti 
Release No. 20224/October 21, 1977 p 
In the Matter of \ 
MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue g 
Fairmont, West Virginia 26554 th 
(70-6065) . 
NOTICE OF PROPOSED ISSUANCE AND SALE OF a 
FIRST MORTGAGE BONDS AT COMPETITIVE D 
BIDDING é 

di 
NOTICE IS HEREBY GIVEN that Monongahela Power a 
Company (‘‘Monongahela’’), a wholly owned electric re 
utility subsidiary company of Allegheny Power System, aa 


Inc., a registered holding company, has filed an appli- 
cation with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) designa- 
ting Sections 6 and 7 of the Act and Rule 50 promul- 
gated thereunder as applicable to the followin 
proposed transaction. All interested persons are 
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» | referred to the application, which is summarized below, 
p) ’ Cg a complete statement of the proposed transaction. 
: Monongahela proposes to issue up to $25,000,000 
aggregate principal amount of its First Mortgage Bonds 
(the ‘‘Bonds’’) in one or more series, each such series 

to have aterm of not less than five years nor more than 

30 years and to sell such bonds at competitive bidding 
) for the best price obtainable but for a price to 
| Monongahela of not less than 100% (unless Monon- 
; gahela shall have authorized a lower percentage not 
less than 99%) nor more than 102-3/4% of the principal 
} amount thereof. Monongahela may request by amend- 
- ment hereto that such sale be excepted from the 
J competitive bidding requirements of Rule 50 should 
circumstances develop which, in the opinion of Monon- 

gahela’s management, make such exception in the best 


t interest of Monongahela and its investors and 
t consumers. 
n 


The Bonds will be issued under and secured by the 
Indenture dated as of August 1, 1945, between Monon- 

.- gahela and City Bank Farmers Trust Company 
(suceeded by Citibank, N.A.), as Trustee, as heretofore 
supplemented and amended and as to be further 
supplemented and amended by a Supplemental 
Indenture to be dated December 1, 1977. 


Monongahela states that is is difficult to determine, 
4) under present bond market conditions, whether it 
would be more advantageous to Monongahela to sell 
| bonds having a 30-year or some shorter term. Monon- 
gahela states that it desires to have available the 
necessary flexibility to adjust its financing program to 
developments in the market for long-term debt securi- 
35 ties when and as they occur in order to obtain the best 
possible price and interest rate for its Bonds. Monon- 
gahela proposes, therefore, that Monongahela decide 
on the term and number of series of the Bonds at a later 
time, which may be before or after November 23, 1977, 
and notify prospective purchasing underwriters by tele- 
graphic or other written notice of its decision, not less 
than 72 hours prior to the day the Bonds are to be 

offered. 


It is proposed that the Bonds will be redeemable at any 


OF time at the option of Monongahela, except that prior to 

VE December 1, 1982, the Bonds shall not be redeemable 
directly or indirectly, at the regular redemption price, 
described in the Indenture, with, or in anticipation of, 

ver monies borrowed at an interest cost to Monongahela of 

ric less than the cost of money to Monongahela in respect 

sith of such Bonds. 

pli- 

lic 

na- Monongahela proposes to publicly invite sealed written 

1ul- proposals for the Bonds at least 6 days grior to entering 


in into any contract or agreement for the issuance and sale 
are of the Bonds. It is expected that bids will be submitted 


for the Bonds on or as soon after December 1, 1977, as 
market conditions appear to Monongahela to be appro- 
priate. it is expected that the successful bidder will 
make a public offering of the Bonds. 


Monongahela proposes to use the proceeds from the 
sale of the Bonds, together with other funds of the 
Company, to pay or prepay short-term debt, to finance 
its construction program which, as of September 30, 
1977, was expected to have expenditures aggregating 
$173,000,000 for 1977 and 1978, and to reimburse its 
treasury for the payment at maturity of $7,000,000 of 
Monongahela’s 3% First Mortgage Bonds on Septem- 
ber 1, 1977. Monongahela expects that approximately 
$44,000,000 of short-term debt will be outstanding at 
the time of issuance of the Bonds. 


The fees and expenses to be incurred in connection with 
this transaction are to be filed by amendment. It is 
stated that the Public Utility Commission of Ohio has 
jurisdiction over the proposed transaction. it is further 
stated that no other state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 15, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact of law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant at 
the above-stated address; and proof of service (by affi- 
davit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application, as filed or as it may be amended, 
may be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive notice of further developments in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SEC DOCKET/475 











PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20225/October 21, 1977 


In the Matter of 


WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-6066) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that West Penn Power 
Company (‘‘West Penn’’), a wholly owned electric 
utility subsidiary company of Allegheny Power System, 
Inc., a registered holding company, has filed an appli- 
cation with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) desig- 
nating Sections 6 and 7 of the Act and Rule 50 promul- 
gated thereunder as applicable to the following 
proposed transaction. All interested persons are 
referred to the application, which is summarized below, 
for a complete statement of the proposed transaction. 


West Penn proposes to issue up to $45,000,000 aggre- 
gate principal amount of its First Mortgage Bonds (the 
‘*Bonds’’) in one or more series, each such series to 
have a term of not less than five years nor more than 
30 years and to sell such bonds at competitive bidding 
for the best price obtainable but for a price to West 
Penn of not less than 100% (unless West Penn shall 
have authorized a lower percentage which shall be not 
less than 99%) nor more than 102-%% of the 
principal amount thereof. West Penn may request by 
amendment hereto that such sale be excepted from the 
competitive bidding requirements of Rule 50 should cir- 
cumstances develop which, in the opinion of West 
Penn’s management, make such exception in the best 
interest of West Penn and its investors and consumers. 


The Bonds will be issued under and secured by the 
Indenture dated as of March 1, 1916, between West 
Penn and The Equitable Trust Company of New York 
(suceeded by The Chase Manhattan Bank, N.A.), as 
Trustee, as heretofore supplemented and amended and 
as to be further supplemented and amended by a 
Supplemental Indenture to be dated December 1, 1977. 


West Penn states that it is difficult to determine, under 
present bond market condition, whether it would be 
more advantageous to West Penn to sell bonds having a 
30-year or some shorter term. West Penn states that it 
desires to have available the necessary flexibility to 
adjust its financing program to developments in the 
market for long-term debt securities when and as they 
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occur in order to obtain the best possible price and 
interest rate for its Bonds. West Penn proposes, 
therefore, that West Penn decide on the term and 
number of series of the Bonds at a later time, which 
may be before or after December 1, 1977, and notify 
prospective purchasing underwriters by telegraphic or 
other written notice of its decision, not less than 72 
hours prior to the day the Bonds are to be offered. 


It is proposed that the Bonds will be redeemable at any 
time at the option of West Penn, except that prior to 
December 1, 1982, the Bonds shall not be redeemable 
directly or indirectly, at the regular redemption price, 
described in the Indenture, with, or in anticipation of, 
monies borrowed at an interest cost to West Penn of 
less than the cost of money to West Penn in respect of 
such Bonds. 


West Penn proposes to publicly invite sealed written 
proposals for the Bonds at least 6 days prior to entering 
into any contract or agreement for the issuance and sale 
of the Bonds. It is expected that bids will be submitted 
for the Bonds on or as soon after December 8, 1977, as 
market conditions appear to West Penn to be 
appropriate. it is expected that the successful bidder 
will make a public offering of the Bonds. 


West Penn proposes to use the proceeds from the sale 
of the Bonds, together with other funds of the 
Company, to finance construction expenditures which, 
as of September 30, 1977, were estimated to aggregate 
$267 ,000,000 for 1977 and 1978, and to pay or prepay 
any short-term debt that may be outstanding. Short- 
term debt outstanding at the time of issuance of the 
Bonds is estimated at approximately $25,000,000. Any 
remaining proceeds may be applied to the refunding of 
$12,000,000 of West Penn’s 3% First Mortgage Bonds 
maturing March 1, 1978. 


The fees and expenses to be incurred in connection with 
this transaction are to be filed by amendment. It is 
Stated that registration by the Pennsylvania Public 
Utility Commission of a Securities Certificate with 
respect to the Bonds is required for their issue and sale 
and that such Securities Certificate has been filed with 
that Commission. It is further stated that no other state 
or federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 15, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact of law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 

Secretary, Securities and Exchange Commission, 
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Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant at 
the above-stated address; and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application, as filed or as it may be amended, 
may be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive notice of further developments in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20226/October 21, 1977 


In the Matter of 


THE POTOMAC EDISON COMPANY 
Downsville Pike 
Hagerstown, Maryland 21740 


(70-6064) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that The Potomac Edison 
Company (“Potomac”), a wholly-owned electric utility 
subsidiary company of Allegheny Power System, Inc., 
a registered holding company, has filed an application 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”) designating Sec- 
tions 6 and 7 of the Act and Rule 50 promulgated 
thereunder as applicable to the following proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a 


complete statement of the proposed transaction. 


Potomac proposes to issue up to $25,000,000 
aggregate principal amount of its First Mortgage 
Bonds (the “Bonds”) in one or more series, each such 
series to have a term of not less than five years nor 
more than 30 years and to sell such bonds at 
competitive bidding for the best price obtainable but 
for a price to Potomac of not less than 100% (unless 
Potomac shall have authorized a lower percentage not 
less than 99%) nor more than 102-34 % of the principal 
amount thereof. Potomac may request by amendment 
hereto that such sale be excepted from the competitive 
bidding requirements of Rule 50 should circumstances 
develop which, in the opinion of Potomac’s 
management, make such exception in the best interest 
of Potomac and its investors and consumers. 


The Bonds will be issued under and secured by the 
Indenture dated as of October 1, 1944, between 
Potomac and Chemical Bank and Thomas J. Foley, as 
Trustee, as heretofore supplemented and amended and 
as to be further supplemented and amended by a 
Supplemental Indenture to be dated December 1, 1977. 


Potomac states that it is difficult to determine, under 
present bond market conditions, whether it would be 
more advantageous to Potomac to sell bonds having a 
30-year or some shorter term. Potomac states that it 
desires to have available the necessary flexibility to 
adjust its financing program to developments in the 
market for long-term debt securities when and as they 
occur in order to obtain the best possible price and 
interest rate for its Bonds. Potomac proposes, there- 
fore, that Potomac decide on the term and number of 
series of the Bonds at a later time, which may be before 
or after November 23, 1977, and notify prospective 
purchasing underwriters by telegraphic or other written 
notice of its decision, not less than 72 hours prior to 
the day the Bonds are to be offered. 


It is proposed that the Bonds will be redeemable at any 
time at the option of Potomac, except that prior to 
December 1, 1982, the Bonds shall not be redeemable 
directly or indirectly, at the regular redemption price, 
described in the Indenture, with, or in anticipation of, 
monies borrowed at an interest cost of Potomac of less 
than the cost of money to Potomac in respect of such 
Bonds. 


Potomac proposes to publicly invite sealed written pro- 
posals for the Bonds at least 6 days prior to entering 
into any contract or agreement for the issuance and 
sale of the Bonds. It is expected that bids will be 
submitted for the Bonds on or as soon after December 
1, 1977, as market conditions appear to Potomac to be 
appropriate. It is expected that the successful bidder 
will make a public offering of the Bonds. 


SEC DOCKET/477 











Potomac proposes to use the proceeds from the sale of 
the Bonds to pay or pre-pay short-term debt, to finance 
its construction program which, as of September 30, 
1977, was expected to have gross expenditures aggre- 
gating $178,000,000 for 1977 and 1978, and to refund 
$5,500,000 of its 3% % first mortgage bonds maturing 
December 1, 1977 and $4,000,000 of its 3-1/8% first 
mortgage bonds maturing January 1, 1978. Short-term 
debt outstanding at the time of issuance of the Bonds 
is estimated at approximately $35,000,000. 


The fees and expenses to be incurred in connection 
with this transaction are to be filed by amendment. It is 
stated that the State Corporation Commission of 
Virginia and the Public Service Commission of 
Maryland have jurisdiction over the issuance and sale 
of the Bonds. It is further stated that no other state or 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 15, 1977 request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by. mail upon 
the applicant at the above-stated address; and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as filed or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20227/October 31, 1977 


In the Matter of 


GENERAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 78403 


(70-6046) 


ORDER RELEASING JURISDICTION OVER THE 
TERMS OF AGREEMENTS WITH STATE AUTHORI- 
TIES FOR CONSTRUCTION OF POLLUTION CON- 
TROL EQUIPMENT 


Central Power and Light Company (“CP&L”), an elec- 
tric utility subsidiary of Central and South West Cor- 
poration (“CSW”), a registered holding company, has 
filed a post-effective amendment to the application-de- 
claration, as amended, previously filed with this Com- 
mission pursuant to Sections 9(a), 10 and 12(d) of the 
Public Utility Holding Company Act of 1935 (“Act”) and 
Rule 44(b)(3) promulgated thereunder regarding the 
following proposed transaction. 


By order dated October 6, 1977 (HCAR No. 20200), 
CP&L was authorized to enter into two Installment Sale 
Agreements (‘‘Agreements’’) with the Guadalupe- 
Branco River Authority (“Authority”), an instrumenta- 
lity of the state of Texas, pursuant to which the 
Authority would undertake to finance the construction 
of certain pollution control facilities (“Facilities”) 
through the issuance by the Authority of up to 
$39,000,000 of its Pollution Control Revenue Bonds, 
1977 Series and of up to $1,000,000 of its Pollution 
Control Revenue Bonds, 1977 Series A (collectively, 
the “Bonds”). CP&L subsequently filed an amendment 
stating that the amounts of the Bonds to be issued has 
been determined at $36,600,000 of the 1977 Series and 
$1,000,000 of the 1977 Series A. Pursuant to the 
Agreements, CP&L will convey to the Authority its 
interest in the Facilities and, as agent for the 
Authority, will provide for completion of the Facilities. 
The Authority will reimburse CP&L for the costs 
incurred from the proceeds realized on the sale of the 
Bonds. The Authority will own the Facilities during the 
period of construction and will reconvey title to CP&L 
upon completion of construction. Jurisdiction was 
reserved with respect to (i) the amount of CP&L’s 
payments under the Agreements to service interest 
requirements on the Bonds and (ii) the terms of the 
Agreement relating to the maturities and sinking fund 
redemption requirements of the Bonds. 
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CP&L has now filed a post-effective amendment to its 
application-declaration in this proceeding informing 
the Commission that the Bonds will bear an interest 
rate of 6% and will be sold to the underwriters at 
98.69% of their principal amounts. 


Net proceeds to the issuer will be 98.69% or 
$36,120,540 from the 1977 Series Bonds and $986,900 
from the 1977 Series A Bonds, plus, in each instance, 
accrued interest from November 1, 1977. The effective 
interest cost to CP&L will be 6.099%. The 1977 Series 
Bonds will be subject to mandatory sinking fund 
redemption in the amount of $720,000 on November 1 
of each of the years 1993 through 2006. The 1977 Series 
A Bonds are not subject to sinking fund redemption 
requirements. The Bonds will mature 30 years from the 
date of issue. 


Upon the basis of the facts in the record, as further 
amended by said post-effective amendment, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no ad- 
verse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors 
and consumers that said application-declaration, as 
further amended by said post-effective amendment, be 
granted and permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


IT IS FURTHER ORDERED that the jursidiction here- 
tofore reserved in the order of October 6, 1977 with re- 
spect to (i) the amount of CP&L’s payments under the 
Agreements to service interest requirements on the 
Bonds and (ii) the terms of the Agreements relating to 
the maturities and sinking fund redemption require- 
ments of the Bonds be, and hereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20228/October 26, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5877/October 26, 1977 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20230/October 26, 1977 


Admin. Proc. File No. 3-5309 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
P.O. Box 2333 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
P.O. Box 1111 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
36 Main Street 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
85 North Main Street 
Fall River, Massachusetts 02722 


(54-257) 


NOTICE OF FILING OF AND ORDER FOR HEARING 
ON PLAN FILED PURSUANT TO SECTION 11(e); RE- 
QUEST FOR EXCEPTION FROM COMPETITIVE BID- 
DING. 
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NOTICE IS HEREBY GIVEN that Eastern Utilities As- 
sociates (“EUA”), a registered holding company and 
Blackstone Valley Electric Light Company (‘‘Black- 
stone”), Brockton Edison Company (“Brockton”), and 
Fall River Electric Light Company (“Fall River”), 
electric utility subsidiaries of EUA, have filed a plan 
with this Commission pursuant to Section 11(e) of the 
Public Utility Holding Company Act of 1935 (“Act”) 
providing for the merger of Fall River into Brockton and 
other matters. All interested persons are referred to the 
Plan, which is summarized below, for a complete 
description of the proposed transaction. 


EUA, a Massachusetts voluntary association organized 
under a Declaration of Trust dated April 2, 1928, as 
amended, is a registered holding company under the 
Act. EUA owns directly all of the common stock of its 
three operating electric utility companies (the “Retail 
Subsidiaries”), namely, Blackstone, Brockton and Fall 
River. EUA also has an indirect subsidiary, Montaup 
Electric Company (“Montaup”), which is a generating 
and transmission company supplying virtually all of 
the electric power requirements of the Retail 
Subsidiaries. All of the outstanding securities of 
Montaup, other than short-term notes payable to 
banks, are held at Brockton and Fall River. EUA also 
owns directly all of the securities of EUA Service Cor- 
poration, which renders services to all of the 
above-mentioned companies. All of the foregoing 
companies, taken together, comprise the EUA System. 


EUA, on behalf of itself and the EUA system, has filed 
on application and a Plan under Section 11(e) of the 
Act for the purposes of effecting compliance with the 
requirements of Section 11(b). In summary, the Plan 
calls for the reorganization of the EUA system through 
the merger of Fall River into Brockton; the discharge of 
the outstanding Fall River and Blackstone Indentures 
and substitution of additional Brockton First Mortgage 
and Collateral Trust Bonds for the outstanding Fall 
River and Blackstone Bonds. The application and Plan 
filed by EUA must be examined in light of the corporate 
structure and history of the EUA system. 


The Plan is part of a long range program commenced 
by the EUA System in 1971 to improve the operational 
efficiency and financing capability of the System 
through. consolidation of certain operations and 
physical facilities and elimination of undue 
complexities in its corporate and financial structures. 
At that time, each of the three Retail Subsidiaries was a 
holding company, although exempted as such, with 
respect to Mantaup and, in each case, the investment 
of the Retail Subsidiary in Montaup was an important 
part of its capital structure. 


Prior to 1974, the contract between Montaup and the 
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Retail Subsidiaries contained provisions which 
required that the funds for Montaup’s construction ex- 
penditures be raised through the issue of its permanent 
securities to the Retail Subsidiaries in proportion to 
their estimated demands on Montaup for power. This 
made it necessary for each of the Retail Subsidiaries, 
in turn, to issue stock and debt securities of its own. 
As Montaup’s capital needs grew, these provisions 
became increasingly burdensome since existing loan 
agreements and indenture provisions restricted the 
amount of additional securities issuable by the Retail 
Subsidiaries. Moreover, the amount of common stock 
issuable by the Retail Subsidiaries was limited by 
EUA’s ability to finance the purchase of such stock. 
Therefore, Montaup’s capital needs had to be satisfied 
through multiple sales of relatively small issues of 
securities by each of the Retail Subsidiaries, aug- 
mented by issues of additional common shares of 
EUA. By 1974, Montaup’s capital requirements had be- 
come so heavy that it was apparent that substantial 
savings in underwriting, printing, legal, accounting 
and related costs could be realized if the many small 
issues of securities were combined into larger issues 
by one of the Retail Subsidiaries. The ability to offer to 
the public larger issues of securities of a single issuer 
also afforded a greater opportunity for timing the offers 
to take advantage of market conditions. Larger issues 
might also attract a greater number of bidders and 
thereby more favorable terms. In addition, Black- 
stone’s financial position precluded it from raising the 
needed capital to finance its shre of Montaup’s 
expenses. 


In 1974, the contract was amended, eliminating those 
requirements and enabling Montaup to sell securities 
to any one or more of its stockholder companies. 
Brockton was selected to be the principal financing 
agent for Montaup. It was also decided at that time that 
Blackstone should sell its interest in Montaup to 
Brockton. As a preliminary step in this proposed 
transfer, Blackstone entered into an agreement with 
First National City Bank (now Citibank, N.A.) by which 
Blackstone borrowed $15,000,000 evidenced by a note 
(the “Citibank note”) and secured by a lien on 
Blackstone’s Montaup securities, Blackstone having 
first obtained the release of those securities from the 
lien of the Blackstone Indenture. The terms of the 
Citibank loan agreement included provisions whereby 
the loan could be assumed by Brockton with the 
simultaneous discharge of Blackstone’s obligations 
thereunder. The $15,000,000 proceeds of the loan were 
used to reduce open account advances from EUA from 
$39,450,000 to $24,450,000. (HCAR No. 18606, October 
16, 1974 and HCAR No. 19208, October 10, 1975). In 
order to permit a further reduction of those open 
account advances and other short-term borrowings and 
their eventual replacement by secured debt, Black- 
stone, in February 1975, made a $25,000,000 one-year 
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second-mortgage borrowing from the Chase Manhat- 
tan Bank (N.A.) (the “Chase note”). This note, the 
maturity of which has twice been extended, is secured 
by a second mortgage on substantially all of 
Blackstone’s tangible property, the lien of that 
mortgage being junior to the lien of Blackstone 
Indenture. 


Between April 1, 1975 and September 1976, Brockton 
increased its ownership interest in Montaup securities 
through a series of transactions whereby it purchased a 
total of $17,200,000 of newly issued Montaup Common 
Stock (172,000 shares) and $26,000,000 principal 
amount of Debenture Bonds. (HCAR No.’s 18957, 
19650 and 19173). 


In October, 1976, Brockton purchased from Blackstone 
all of that company’s interest in Montaup, comprised 
of $13,068,000 principal amount of Montaup Debenture 
Bonds, $500,000 of Montaup Preferred Stock (5,000 
shares) and $9,532,000 of Montaup Common Stock 
(95,320 shares) (subject to the pre-existing lien in favor 
of Citibank, N.A.) in exchange for cash and the 
assumption by Brockton of (a) Blackstone’s 
obligations under the $15,000,000 Citibank loan agree- 
ment and note, and (b) Blackstone’s obligations as to 
the payment of principal and interest with respect to 
the two outstanding series of the Blackstone Bonds in 
the aggregate principal amount of $9,196,000 (HCAR 
No. 19713, October 13, 1976). Brockton has thus 
assumed (as between Brockton and Blackstone) a 
long-term liability with respect to an obligation on 
which Blackstone remains ultimately liable and which 
is secured by a first mortgage, in the form of the 
Blackstone Indenture, on substantially all of 
Blackstone’s property. 


As a result of these transactions, all of Blackstone’s 
interest in Montaup securities has been eliminated. At 
present, Brockton holds approximately 90.06% of 
Montaup’s stock and approximately 88.53% of its 
long-term debt and Fall River holds the remainder. 
However, under Montaup’s Articles of Organization, 
each share of Montaup Preferred Stock is entitled to 
one vote and each 1,000 shares of Montaup Common 
Stock are entitled to only one vote which results in 
giving Brockton only 67.54% of the voting power of the 
Montaup stock, as compared with Fall River, which 
owns approximately 10% of Montaup’s stock and 
bonds but has 32.46% of the voting power. In addition, 
the By-Laws of Montaup provide that all action taken 
by the stockholders (except as required by law) shall 
require the affirmative vote of at least 70% of the 
capital stock outstanding and entitled to vote. As a 
result of provisions relating to the pledge of Montaup’s 
permanent securities under the Brockton Indenture and 
the Fall River Indenture and the pledge of the Retail 
Subsidiaries’ interests in the Montaup Contract under 


the Blackstone, Brockton and Fall River Indentures, 
respectively, EUA is not free to amend these voting 
provisions through ordinary corporate action. 


Under the terms of the Plan, Fall River will be merged 
into Brockton in a transaction by which all of Fall 
River’s authorized and outstanding 244,021 shares of 
Common Stock, $25 per value, will be exchanged for 
244,021 shares of newly authorized Brockton Common 
Stock, $25 par value. EUA is the sole owner of all of the 
outstanding shares of the Common Stock of Fall River 
and Brockton. Brockton will assume all of the assets 
and liabilities of Fall River including Fall River’s 
obligations with respect to the Fall River Bonds, which 
are outstanding in the following amounts and 
maturities: 


First Mortgage and Collateral Trust Bonds, 
3% % Series due January 
1, 1983 

First Mortgage and Collateral Trust 
Bonds, 4-3/8% Series due April 
1, 1988 

First Mortgage and Collateral Trust 
Bonds, 7-3/8% Second Series due 
January 1, 1983 5,000,000 


Total $14,800,000 


$ 6,800,000 


3,000,000 


Consistent with the requirements of the Fall River 
Indenture, all of the Fall River Bonds will become 
Brockton Bonds under an indenture supplemental to 
the Brockton Indenture. Furthermore, pursuant to the 
terms of the merger and the supplemental indenture, 
Brockton will assume all of the obligations of Fall River 
with respect to the former Fall River Bonds including 
the payment of principal and interest as if the former 
Fall River Bonds had been originally issued under the 
Brockton Indenture. The Fall River Indenture will be 
discharged and the former Fall River Bonds will 
become secured by the lien of the Brockton Indenture 
upon the combined physical properties of an 
permanent Montaup securities owned by the consti- 
tuent companies. 


Similarly, upon the consummation of the merger of 
Fall River into Brockton, all of the outstanding 
Blackstone Bonds will become Brockton Bonds under 
the proposed supplemental indenture mentioned 
above. Brockton will fully assume, and Blackstone will 
be discharged of, all obligations under and with 
respect to the Blackstone Bonds, the Blackstone In- 
denture will be discharged and the former Blackstone 
Bonds will become secured, along with the 
outstanding Brockton Bonds and the former 
fall River Bonds, by the lien of the Brockton 
Indenture upon Brockton’s physical properties and 
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Montaup securities formerly owned by Fall River, but 
subject to the prior lien on the Montaup securities 
formerly owned by Blackstone securing the Citibank 
Note. The amounts and maturities of the Blackstone 
Bonds are as follows: 


First Mortgage and Collateral Trust 
Bonds, 4-1/8% Series due March 
1, 1983 $2,196,000 
First Mortgage and Collateral Trust 
Bonds, 612% Series due June 
1, 1997 


Total 


7,000,000 
_ $9,196,000 


The Proposed supplemental indenture to be executed 
by Brockton and State Street Bank and Trust Company, 
Trustee under the Brockton Indenture, provides that 
$9,196,000 of outstanding Blackstone Bonds and 
$14,800,000 of outstanding Fall River Bonds will in 
effect become additional series of first mortgage 
bonds of Brockton secured by the Brockton Indenture, 
Pari-passu with the outstanding Brockton Bonds and 
having respectively the same maturities, interest rates, 
call provisions and redemption prices, and sinking and 
improvement fund provisions as now exist in the 
Blackstone Indenture and the Blackstone Bonds and 
the Fall River Indenture and Fall River Bonds, 
respectively. Amendments to the provisions as to 
bondable property and as to use of such property to 
satisfy sinking fund and improvement fund require- 
ments are included to preserve to Brockton the rights 
which Brockton and Fall River had prior to the merger 
to issue additional bonds on the basis of the Montaup 
securities previously acquired from Blackstone and on 
the basis of property and Montaup securities acquired 
upon the merger from Fall River. 


The Plan will be consummated on a date (the 
“Consummation Date”) which shall be the date of the 
consummation of the merger of Fall River into 
Brockton and the substitution of additional Brockton 
Bonds for the outstanding Fall River Bonds and for the 
outstanding Blackstone Bonds and related discharge 
of the Fall River and Blackstone Indentures. 


Applicants state that it will make a request to the 
Commission, pursuant to the provisons of Section 
11(e), that the Commission apply to a court in 
accordance with Section 18(b), to enforce and carry out 
the provisions of the Plan. 


The Consummation Date shall be as soon as practi- 
cable after the entry of an appropriate Order of the 
Massachusetts Department of Public Utilities with 
respect to matters over which the Department have 
jurisdiction and appropriate Orders by the Commission 
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and the United States District Court finding that the 
Plan is fair and equitable and necessary or appropriate 
to effectuate the provisions of Section 11 of the Act 
and approving and requiring the action necessary to 
enforce and carry out the terms and provisions of the 
Plan. A statement of the fees and expenses to be 
incurred in connection with this Plan or any 
amendment thereof or the proceedings with respect 
thereto will be filed by amendment. The fees and ex- 
penses will be allocated to and paid by EUA, 
Blackston, Brockton and Fall River, subject to any 
necessary approvals by the Commission and any court 
of items subject to their jurisdiction. The applicants 
also request an exception from the competitive bidding 
requirements of Rule 50. 


The Commission being required by the provisions of 
Section 11(e) of the Act, before approving any plan 
filed thereunder, to find, after notice and opportunity 
for hearing, that such plan, as submitted or as 
modified, is necessary to effectuate the provisions of 
Section 11(b) and is fair and equitable to the persons 
affected thereby: 


IT IS HEREBY ORDERED that a hearing on this matter 
be held, December 2, 1977, at the office of the 
Securities and Exchange Commission, 500 North 
Capitol Street, N.W., Washington, D.C. 20549, in such 
room as may be designated on such date by the 
hearing room clerk. Any person desiring to be heard in 
connection with this proceeding or proposing to 
intervene therein shall file with the Secretary of the 
Commission, on or before November 25, 1977, a 
written request relative thereto as provided in Rule 9 of 
the Commission’s Rules of Practice. Persons filing an 
application to participate or be heard will receive notice 
of any adjournment of the hearing as well as other 
actions of the Commission involving the subject matter 
of these proceedings. 


IT IS FURTHER ORDERED that a Administrative Law 
Judge, hereafter to be designated, shall preside at said 
hearing. The officer so designated is hereby authorized 
to exercise all the powers granted to the Commission 
under Section 18(c) of the Act and to a hearing officer 
under the Commission’s Rules of Practice. 


IT 1S FURTHER ORDERED that at said hearing 
evidence shall be adduced with respect to the 
foregoing matters and questions. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved to separate, in whole or in part, 
either for hearing or for disposition, any issues or 
questions which may arise in these proceedings and to 
take such other action as may appear conducive to an 
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orderly, prompt, and economical disposition on of the 
matters involved. 


IT IS FURTHER ORDERED that the Secretary of the 
Commission shall serve notice of such hearing by 
mailing a copy of this notice and order by registered 
mail to Eastern Utilities Associates, Blackstone Valley 
Electric Company, Brockton Edison Company and Fall 
River Electric Light Company and to the Federal Power 
Commission and the Department of Public Utilities of 
the Commonwealth of Massachusetts; that EUA and 
Brockton mail a copy of this notice and order to all 
public holders of record of the bonds of Brockton, 
Blackstone & Fall River at least fifteen days prior to the 
date of hearing; and that notice of said hearing be 
given to all other interested persons by a general 
release of the Commission and by publication of his 
notice and order in the Federal Register. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20231/October 27, 1977 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5790) 


SUPPLEMENTAL ORDER AUTHORIZING CHANGES 
IN PRICING TERMS OF CREDIT AGREEMENT 
ENTERED INTO IN CONNECTION WITH SALE AND 
LEASEBACK OF NUCLEAR FUEL AND RELATED 
FACILITIES 


Arkansas Power & Light Company (“AP&L”), an 
electric utility subsidiary company of Middie South 
Utilities, Inc., a registered hoiding company, has filed 
with this Commission a post-effective amendment to 
the application in this proceeding pursuant to Sections 
9(a) and 10 of the Public Utility Holding Company Act 


of 1935 (“Act”) regarding the following proposed trans- 
actions. 


By an Order in this proceeding dated March 26, 1976, 
(HCAR No. 19447), the Commission, among other 
things, authorized AP&L to sell its interest in certain 
partially fabricated nuclear fuel to Razorback Nuclear 
Properties, Inc. (“Fuel Company”), which in turn would 
complete assembly and lease the nuclear fuel and 
incidental facilities (“Nuclear Fuel”) to AP&L. Under 
the terms of the lease, the amount of the quarterly 
lease payments by AP&L is measured by, among other 
things, the amount of costs incurred by the Fuel 
Company in connection with its acquisition of Nuclear 
Fuel. To finance its obligations under the lease the 
Fuel Company entered into a $50,000,000 credit agree- 
ment (“Credit Agreement”) with various financial 
institutions (“Banks”) including Marine Midland Bank, 
acting as agent for the banks (“Agent”). The Credit 
Agreement provides for revolving credit borrowings by 
the Fuel Company to be evidenced by the Fuel 
Company’s promissory notes (‘‘Revolving Credit 
Notes”). AP&L is seeking authorization of changes in 
the pricing terms of the Credit Agreement effective as 
of October 1, 1977, as more fully described below. 
AP&L states that it believes, assuming annual average 
outstanding borrowings of $40,000,000 under the 
Credit Agreement, that the Fuel Company will have a 
lower effective cost of money under the Credit 
Agreement effective as of October 1, 1977 than it would 
have under the Credit Agreement effective through 
September 30, 197;. 


On or before September 30, 1977, each Revolving 
Credit Note shall bear interest (computed on the basis 
of the actual number of days elapsed in a year of 360 
days) on the unpaid principal balance thereof in 
accordance with the following rates of interest (based 
on the average of the total unpaid principal balance of 
all Revolving Credit Notes outstanding during each 
calendar quarter): if less than 40% of all Revolving 
Credit Commitments are outstanding, at a rate per 
annum equal to 115% of the prime commercial loan 
rate of the Agent as in effect from time to time for 
short-term borrowings by large businesses (Prime 
Rate) plus 5/8 of 1%; if from 40% to less than 60% of 
all Revolving Credit Commitments are outstanding, at 
arate per annum equal to 120% of the Prime Rate plus 
5/8 of 1%; if from 60% to less than 80% of all 
Revolving Credit Commitments are outstanding, at a 
rate per annum equal to 123% of the Prime Rate plus 
5/8 of 1%; if from 80% to less than 90% of all 
Revolving Credit Commitments are outstanding, at a 
rate per annum equal to 124% of the Prime Rate plus 
5/8 of 1%; and if from 90% to 100% of all Revolving 
Credit Commitments are outstanding, at a rate per 
annum equal to 125% of the Prime Rate plus 5/8 of 
1%; provided that if Notice of Termination shall have 
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been given on or prior to June 30, 1977 all Revolving 
Credit Notes will bear interest from June 30, 1977 ata 
rate per annum equal to 130% of the Prime Rate plus 
5/8 of 1%. On and after October 1, 1977, each 
Revolving Credit Note shall bear interest on the unpaid 
principal balance thereof at a rate per annum 
(computed on the basis of the actual number of days 
elapsed in a year of 360 days) equal to 115% of the 
Prime Rate. If a Bank terminates its commitment to 
make loans, it may be paid the principal and interest on 
its Revolving Credit Note or Notes or be given a Term 
Note in exchange for the Revolving Credit Note or 
Notes it holds, which Term Note will be in the principal 
amount equal to the then unpaid principal balance of 
the Revolving Credit Note or Notes held by such Bank. 
On and before September 30, 1977 such Term Note 
shall bear interest on the unpaid principal balance 
thereof equal to the rate then applicable to any out- 
standing Revolving Credit Note; provided that from the 
date on which the last outstanding Revolving Credit 
Note is exchanged for a Term Note all Term Notes will 
bear interest at a rate per annum equal to 130% of the 
Prime Rate plus 5/8 of 1%. On and after October 1, 
1977, the Term Notes shall bear interest on the unpaid 
principal balance therof at a rate per annum (computed 
on the basis of the actual number of days elapsed in a 
year of 360 days) equal to 122% of the Prime Rate. The 
Banks will also charge the Fuel Company a 
commitment fee per annum equal to .50 of 1% of the 
principal amount of the unused portions of the 
Revolving Credit Commitments of the Banks and, on 
and after October 1, 1977, also an availability fee per 
annum (computed on the basis of the actual days 
elapsed in a year of 360 days) equal to the product 
obtained by multipiying (i) 9% of the Prime Rate, as in 
effect from time to time, by (ii) the principal amount of 
the unused portion of each Bank’s Revolving Credit 
Commitment (determined on a daily basis) during each 
calendar quarter after September 30, 1977. 


In all other respects the proposed transactions remain 
unchanged. 


No State or Federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19413), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application, as amended by said post-effective 
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amendment, be granted and permitted to become 
effective: 








IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended by said post-effective amendment, be, and 
it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 
Release No. 486/October 21, 1977 


SEE 





SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 





TRUST INDENTURE ACT OF 1939 
Release No. 487/October 26, 1977 


The Securities and Exchange Commission has issued 

a notice giving interested persons until November 15, 

1977 to request a hearing on an application by The 
British Petroleum Corporation, an English corporation 
(“BP”), and BP Pipelines Inc., a Delaware corporation 

(“BP Pipelines”), pursuant to Section 310(b)(1)(ii) of 

the Trust Indenture Act of 1939 (the “Act”) declaring 

that the trusteeships of Morgan Guaranty Trust 
Company of New York (“Morgan Guaranty”) under an 
indenture dated as of December 1, 1974, with Sohio/ 

BP Trans Alaska Pipeline Finance Inc. (which name 

has since been changed to Sohio/BP Trans Alaska 
Pipeline Capital Inc.), which is qualified under the 
Act, and under a new indenture dated as of August 15, 

1977 with the City of Valdez, Alaska, which is not 
qualified under the Act, are not so likely to involve a 
material conflict of interest as to make it necessary in 

the public interest or for the protection of investors to i 
disqualify Morgan Guaranty from acting as trustee é 
under said qualified indenture. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9965/October 20, 1977 


In the Matter of 


THE INTERMENT ASSOCIATION OF CALIFORNIA 
925 “L” Street 

Suite 315 

Sacramento, California 95814 


and 


ALHISER-WILSON MORTUARY 
225 So. Broadway 
Escondido, California 92025 


and 


CALIFORNIA FUNERAL SERVICES, INC. 
401 W. Channel Islands Blvd. 
Oxnard, California 93030 


and 


LAVISTA CEMETERY ASSOCIATION 
P.O. Box 536 
National City, California 92050 


(812-4075) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM ALL PROVISIONS 
OF THE ACT 


The Interment Association of California (the “Associ- 
ation”), on behalf of certain of its members, and 
Alhiser-Wilson Mortuary, California Funeral Services, 
Inc., and LaVista Cemetery Association (collectively 
referred to as “Applicants”) filed an application on 
January 3, 1977, and amendments thereto on April 28, 
and August 18, 1977, for an order, pursuant to Section 
6(c) of the Investment Company Act of 1940 (‘‘Act”), 
exempting Applicants from all the provisions of the 
Act and the rules thereunder in connection with (a) 
completion of installment sales of certain debentures 
issued by Applicants under existing subscription 
agreements, and (b) certain outstanding debentures 
which were sold on an installment basis. 


On September 22, 1977, a notice was issued (Invest- 
ment Company Act Release No. 9942) of the filing of 
said application. The notice gave interested persons 


an opportunity to request a hearing and states that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Commis- 
sion has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
or necessary in the public iriterest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act 
that, subject to the conditions therein, the application 
for exemption from all provisions of the Act be, and 
hereby is, granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9966/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5875/October 21, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9967/October 21, 1977 
In the Matter of 


MONEY MARKET MANAGEMENT INC. 


and 


TRUST FOR SHORT-TERM U.S. GOVERNMENT 
SECURITIES 

421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 


(812-4177) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR ORDER OF EXEMP- 
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been given on or prior to June 30, 1977 all Revolving 
Credit Notes will bear interest from June 30, 1977 ata 
rate per annum equal to 130% of the Prime Rate plus 
5/8 of 1%. On and after October 1, 1977, each 
Revolving Credit Note shall bear interest on the unpaid 
principal balance thereof at a rate per annum 
(computed on the basis of the actual number of days 
elapsed in a year of 360 days) equal to 115% of the 
Prime Rate. If a Bank terminates its commitment to 
make loans, it may be paid the principal and interest on 
its Revolving Credit Note or Notes or be given a Term 
Note in exchange for the Revolving Credit Note or 
Notes it holds, which Term Note will be in the principal 
amount equal to the then unpaid principal balance of 
the Revolving Credit Note or Notes held by such Bank. 
On and before September 30, 1977 such Term Note 
shall bear interest on the unpaid principal balance 
thereof equal to the rate then applicable to any out- 
standing Revolving Credit Note; provided that from the 
date on which the last outstanding Revolving Credit 
Note is exchanged for a Term Note all Term Notes will 
bear interest at a rate per annum equal to 130% of the 
Prime Rate plus 5/8 of 1%. On and after October 1, 
1977, the Term Notes shall bear interest on the unpaid 
principal balance therof at a rate per annum (computed 
on the basis of the actual number of days elapsed in a 
year of 360 days) equal to 122% of the Prime Rate. The 
Banks will also charge the Fuel Company a 
commitment fee per annum equal to .50 of 1% of the 
principal amount of the unused portions of the 
Revolving Credit Commitments of the Banks and, on 
and after October 1, 1977, also an availability fee per 
annum (computed on the basis of the actual days 
elapsed in a year of 360 days) equal to the product 
obtained by multiplying (i) 9% of the Prime Rate, as in 
effect from time to time, by (ii) the principal amount of 
the unused portion of each Bank’s Revolving Credit 
Commitment (determined on a daily basis) during each 
calendar quarter after September 30, 1977. 


In all other respects the proposed transactions remain 
unchanged. 


No State or Federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19413), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application, as amended by said post-effective 
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amendment, be granted and permitted to become 
effective: 









IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended by said post-effective amendment, be, and 
it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


eee sami 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


' 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 
Release No. 486/October 21, 1977 


SEE 





SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 





TRUST INDENTURE ACT OF 1939 
Release No. 487/October 26, 1977 


The Securities and Exchange Commission has issued 
a notice giving interested persons until November 15, 
1977 to request a hearing on an application by The 
British Petroleum Corporation, an English corporation 
(“BP”), and BP Pipelines Inc., a Delaware corporation 
(“BP Pipelines”), pursuant to Section 310(b)(1)(ii) of 
the Trust Indenture Act of 1939 (the ‘“Act”) declaring 
that the trusteeships of Morgan Guaranty Trust 
Company of New York (“Morgan Guaranty”) under an 
indenture dated as of December 1, 1974, with Sohio/ 
BP Trans Alaska Pipeline Finance Inc. (which name 
has since been changed to Sohio/BP Trans Alaska 
Pipeline Capital Inc.), which is qualified under the 
Act, and under a new indenture dated as of August 15, 
1977 with the City of Valdez, Alaska, which is not 
qualified under the Act, are not so likely to involve a 
material conflict of interest as to make it necessary in 
the public interest or for the protection of investors to 
disqualify Morgan Guaranty from acting as trusteo@ 
} 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9965/October 20, 1977 


In the Matter of 


THE INTERMENT ASSOCIATION OF CALIFORNIA 
925 “L” Street 

Suite 315 

Sacramento, California 95814 


and 


ALHISER-WILSON MORTUARY 
225 So. Broadway 
Escondido, California 92025 


and 


CALIFORNIA FUNERAL SERVICES, INC. 
401 W. Channel Islands Blvd. 
Oxnard, California 93030 


and 


LAVISTA CEMETERY ASSOCIATION 
P.O. Box 536 
National City, California 92050 


(812-4075) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM ALL PROVISIONS 
OF THE ACT 


The Interment Association of California (the “Associ- 
ation”), on behalf of certain of its members, and 
Alhiser-Wilson Mortuary, California Funeral Services, 
Inc., and LaVista Cemetery Association (collectively 
referred to as “Applicants”) filed an application on 
January 3, 1977, and amendments thereto on April 28, 
and August 18, 1977, for an order, pursuant to Section 
6(c) of the Investment Company Act of 1940 (“Act”), 
exempting Applicants from all the provisions of the 
Act and the rules thereunder in connection with (a) 
completion of installment sales of certain debentures 
issued by Applicants under existing subscription 
agreements, and (b) certain outstanding debentures 
which were sold on an installment basis. 


On September 22, 1977, a notice was issued (Invest- 
ment Company Act Release No. 9942) of the filing of 
said application. The notice gave interested persons 


an opportunity to request a hearing and states that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Commis- 
sion has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
or necessary in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act 
that, subject to the conditions therein, the application 
for exemption from all provisions of the Act be, and 
hereby is, granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9966/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5875/October 21, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9967/October 21, 1977 


In the Matter of 


MONEY MARKET MANAGEMENT INC. 


and 


TRUST FOR SHORT-TERM U.S. GOVERNMENT 
SECURITIES 

421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 


(812-4177) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR ORDER OF EXEMP- 
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TION FROM SECTION 2(a)(41) OF THE ACT AND 
RULES 2a-4 AND 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Money Market Man- 
agement, Inc. (“MMM”), and Trust for Short-Term 
U.S. Government Securities ‘ (“Trust”; collectively, 
“Applicants”), both registered under the Investment 
Company Act of 1940 (the “Act”) as diversified, 
open-end, management investment companies, filed 
an application on August 15, 1977, and amendments 
thereto on September 6, 1977, and October 5, 1977, 
for an order of the Commission, pursuant to Section 
6(c) of the Act, exempting Applicants from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent necessary to 
permit Applicants to value their assets in the manner 
set forth in the application, which generally would be 
the “amortized cost” method of valuation. All interest- 
ed persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein. which are summarized below. 


Applicants state that they are ‘money market funds” 
designed as investment vehicles for investors with 
temporary cash balances or cash reserves, and that 
their investment objectives are to provide current 
income consistent with stability of principal. They 
also state that Cash Management Research 
Corporation and Institutional Research Corporation, 
both wholly-owned subsidiaries of Federated 
Investors, Inc., act as investment advisers to MMM 
and the Trust, respectively, and that Federated 
Research Corporation, another wholly-owned subsid- 
iary of Federated Investors, Inc., acts as subinvest- 
ment adviser to both Applicants. 


Applicants further state that the portfolio of MMM 
may be invested in a variety of money market 
instruments including U.S. government securities, in- 
struments of banks and savings and loan associa- 
tions, and other money market instruments maturing 
in one year or less; that the portfolio of the Trust is 
limited to short-term U.S. government securities 
maturing in one year or less; and that in actual 
practice MMM has invested almost exclusively in the 
certificates of deposit of banks which are among the 
100 largest commercial banks in the United States. 


According to the application, these policies have been 
followed by Applicants: (1) as a matter of fundamental 
investment policy, investments are made only in 
instruments having a remaining maturity of one year 
or less; (2) the average portfolio maturities of 
Applicants’ portfolios are 120 days or less; (3) port- 
folio securities are generally not sold prior to maturi- 
ty; (4) portfolio securities are valued at “amortized 
cost”; and (5) in the case of the Trust, redemptions 
may at the option of the Trust be made in kind. Appli- 
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cants state that these policies evolved because two 
features were deemed necessary to attract invest- 
ments from bank trust departments and other institu- 
tional investors: (1) absolute stability of principal, and 
(2) steady flow of investment income. According to 
the application, by utilizing high quality money 
market instruments of short maturities priced at 
amortized cost, it has been possible for Applicants to 
provide these features. Applicants state that,-on the 
other hand, money market funds which trade their 
portfolio securities and use a “mark to market” 
valuation technique have not attracted substantial in- 
vestments from bank trust departments and other 
institutional investors. 


Applicants assert that their experience has shown that 
under their policies and operations there is a 
negligible discrepancy between prices obtained by 
amortized cost and those obtained through market 
valuation using matrices or other mechanical devices, 
and that the directors of Applicants have determined 
in good faith that, in view of the characteristics of 
Applicants, their use of the amortized cost method of 
valuation of portfolio securities is appropriate and 
preferable to the use of other methods. 


According to the application, as of May 31, 1977, 
MMM had approximately $185 million in net assets, 
and the Trust approximately $194 million. As of that 
same date, approximately 90% of MMM’s assets were 
held by bank trust departments, broker-dealers, and 
investment advisers; approximately 97% of the Trust’s 
assets were held by those classes of shareholders 
together with municipalities. Individuals held 4.5% of 
MMM’s assets and none of the Trust’s. Applicants 
assert that their investors are sophisticated and that, 
while those investors are not concerned with dif- 
ferences which might occur between yield computed 
by pricing to a market and yield computed by using 
amortized cost, they are adamant that the yield 
not exhibit volatility which may occur through use of 
“mark-to-market” valuation methods. 


As here pertinent, Section 2(a)(41) of the Act defines 
“value” to mean: (1) with respect to securities for 
which market quotations are readily available, the 
market value of such securities, and (2) with respect 
to other securities, fair value as determined in good 
faith by the board of directors. 


Rule 22c-1 adopted under the Act provides, in part, 
that no registered investment company issuing any 
redeemable security shall sell, redeem, or repurchase 
any such security except at a price based on the 
current net asset value of such security which is next 
computed after receipt of a tender of such security for 
redemption or of an order to purchase or sell such 
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security. Rule 2a-4 adopted under the Act provides, as 
here relevant, that the “current net asset value” of a 
redeemable security issued by a registered investment 
company used in computing its price for the purposes 
of distribution and redemption shall be an amount 
which reflects calculations made substantially in ac- 
cordance with the provisions of that Rule, with 
estimates used where necessary or appropriate. Rule 
2a-4 further provides that portfolio securities for 
which market quotations are readily available shall be 
valued at current market value, and other securities 
shall be valued at fair value as determined in good 
faith by the board of directors. 


Section 6(c) of the Act provides, in part, that the Com- 
mission may, upon application, exempt any person, 
security or transaction, or any class or classes of 
persons, securities, or transactions, from any pro- 
vision or provisions of the Act and the rules 
thereunder, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Applicants have requested an order of the Commission 
pursuant to Section 6(c) of the Act exempting them 
from the provisions of Section 2(a)(41) of the Act and 
Rules 2a-4 and 22c-1 thereunder to the extent that the 
amortized cost valuation method as employed by Ap- 
plicants may be deemed not fully to comply with the 
requirements of Section 2(a)(41) and Rules 2a-4 and 
22c-1. 


Applicants state that their request for exemption is 
made based upon their existing management policies, 
and have agreed that the order they seek may be con- 
ditioned upon the following: 


1. That they will continue their fun- 
damental investment policy that invest- 
ments will be made only in instruments 
having a remaining maturity of one year of 
less, and that their portfolios will continue 
to be managed so that (1) the average 
maturity of all instruments in the portfolio 
(on a dollar-weighted basis) will be 120 days 
or less, and (2) so that redemptions of 
shares of the Applicants in the largest fore- 
seeable volume may be made without the 
necessity of disposing of portfolio in- 
struments. In accomplishing these policies, 
Applicants will typically maintain over-night 
liquidity through investments in_ instru- 
ments such as repurchase agreements, and 
will schedule maturity dates of the in- 
struments which they purchase in con- 


sideration of sufficient regular and system- 
atic cash availability. 


2. That they will not sell instruments in 
their portfolios prior to maturity unless such 
sale or other disposition is mandated by re- 
demption requirements, changes in credit- 
worthiness of issuers, or other extra- 
ordinary circumstances not presently fore- 
seen by the Applicants, and that they will 
disclose such policies in their pros- 
pectuses. 


3. That they henceforth will offer their 
shares only to present shareholders and to 
institutional investors, with a required mini- 
mum initial purchase of $50,000. 


4. That they will describe in the respect- 
ive prospectuses their policies and prac- 
tices set forth in the application and the 
concept and impact upon reported yield and 
net asset value of valuation of instruments 
using the amortized cost method as com- 
pared to mark-to-market. 


5. That their Executive Committees shall 
continuously review this method of 
valuation and recommend changes to their 
directors (trustees, in the case of the Trust) 
which may be necessary to assure that their 
portfolio instruments are valued at their fair 
value, as determined by their boards of 
directors in good faith. In their review, the 
Executive Committees shall consider the re- 
levant factors which may affect the value of 
portfolio instruments. These shall include 
such things as maturity, yield, stability, 
special circumstances of trading markets, 
the creditworthiness of the issuers whose 
instruments are owned (as indicated by 
dissemination of unfavorable financial data, 
change in their rating by the leading agen- 
cies, suspension of trading in securities or 
default in the payment of principal or inter- 
est) (not applicable in the case of the Trust, 
which invests only in U.S. government and 
agency securities), and economic, social 
and political factors which may cause un- 
usually large and precipitous changes in 
prevailing levels of short-term market 
interest rates. Any one or more of these fac- 
tors may indicate the need to change the 
method of valuation of a portfolio instru- 
ment. If such a change is indicated, the 
board of directors will revise the method of 
valuation in order to approximate more 
closely that instrument’s market value. 
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6. That MMM will limit investments in 


commercial paper to investment grade 
issues rated A-1 or A-2 by Standard & Poor’s 
Corporation, Prime 1 or Prime 2 by Moody’s 
Investors Services, Inc., or F-1 or F-2 by 
Fitch Investors Service, and to the extent 
that it invests in instruments of banks and 
savings and loan associations, it will limit 
its investments to those institutions which 
at the date of investment have capital, sur- 
plus and undivided profits as of the date of 
their most recently published financial 
statements in excess of $100,000,000. 


7. That MMM will institute a redemption 
policy (which the Trust already has) which 
will enable MMM to redeem its securities in 
kind, subject to the election provided for by 
Rule 18f-1 under the Act. 


8. That to the extent an Applicant has ini- 
tiated or maintained a policy of reserving 
the right to honor redemption requests in 
whole or in part by a distribution in kind of 
portfolio securities in lieu of cash, such 
policy will be implemented if management 
of a particular Applicant determines that a 
material adverse effect would be experi- 
enced by the remaining investors of that 
Applicant if a redemption request was satis- 
fied wholly or partly in cash. 


Applicants submit that the requested exemption is ap- 
propriate in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 14, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicants 
at the address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by certifi- 
cate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
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advice as to whether a hearing is ordered, will receive : 


any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9969/October 21, 1977 


In the Matter of 


IDS LIFE INSURANCE COMPANY 
and 


IDS VARIABLE ANNUITY FUND B 
IDS Tower 
Minneapolis, MN 55402 


(812-4159) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(e), 27(c)(1) 
AND 27(d) OF THE ACT. 


NOTICE IS HEREBY GIVEN that IDS Life Insurance 
Company (“IDS Life’), a Minnesota stock life insurance 
company, and IDS Variable Annuity Fund B (“Fund 
B”), a separate account of IDS Life registered under the 
Investment Company Act of 1940 (“Act”) as a diversi- 
fied open-end management investment company 
(hereinafter collectively referred to as “Applicants”), 
filed an application on July 18, 1977, and amendments 
thereto on September 19, 1977, and October 17, 1977, 
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pursuant to Section 6(c) of the Act for an order 
exempting Applicants from the provisions of Sections 
22(e), 27(c)(1) and 27(d) of the Act to the extent 
necessary to permit compliance by Applicants with 
certain provisions of the Education Code of the State of 
Texas. All interested persons are referred to the appli- 
cation on file with the Commission for a statement of 
the representations therein which are summarized 
below. 


Fund B was established pursuant to the Insurance 
Code of the State of Minnesota on June 10, 1968. 
Among the variable annuity contracts offered by Fund 
B and IDS Life are group and individual annuity 
contracts which participate in Fund B and which are 
designed to fund benefits provided by annuity 
purchase plans adopted by public school systems and 
certain tax-exempt organizations for their employees 
and qualifying for tax-deferred treatment under Section 
403(b) of the Internal Revenue Code of 1954, as 
amended. IDS Life serves as investment adviser to and 
principal underwriter for Fund B. 


In 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education to 
make available to certain employees an Optional 
Retirement Program (‘‘Program’’), codified as 
Subchapter G of Chapter 51 of the Texas Education 
Code. The statute provides as the funding media for 
the Program fixed or variable annuity contracts 
purchased from any insurance or annuity company 
qualified to do business in Texas. In 1973, the Texas 
legislature made two amendments in the Program 
legislation, which amendments became effective on 
June 14, 1973. The statutory definition of the Program 
was amended to provide that the benefits of such 
annuities are to be available only upon termination of 
employment in the Texas public institutions of higher 
education, retirement, death or total disability of the 
participant. The other amendment added a new Section 
51.358 to Subchapter G which also provides that the 
benefits of such annuities will be available only if the 
participant dies, terminates his employment due to 
total disability, accepts retirement, or terminates 
employment in the Texas public institutions of higher 
education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas System 
(“System”) requested the opinion of the Attorney 
General of Texas with respect to several questions 
concerning such amendments. The Attorney General 
rendered an opinion dated February 18, 1975, in 
response to the System’s letter. The Attorney General 
interpreted Section 51.358 to prohibit provisions in a 
variable annuity contract issued in connection with the 
Program on or after June 14, 1973, which provide for 
making available the redemption value of such contract 


prior to the occurrence of one of the conditions 
specified in the statute, i.e., termination of employ- 
ment, retirement, death or total disability. Moreover, 
the opinion further stated that the prohibitions of 
Section 51.358 were impliedly in effect upon the estab- 
lishment of the Program (in 1967) and that notwith- 
standing any language which may be contained in 
existing contracts, a participant in the Program has 
never had the right to redeem his annuity contract 
otherwise than in accordance with the limitations 
described above. The opinion did not affect the right of 
a participant to transfer the redemption value of his 
annuity contract from one carrier to another; 
accordingly, the granting of the relief requested in the 
application would not affect such right. 


Sections 27(c)(1), 22(e) and 27(d) 


Section 27(c)(1) of the Act makes it unlawful for any 
registered investment company issuing periodic 
payment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless such certificate is a redeemable 
security. Section 2(a)(32) of the Act defines 
“redeemable security” to mean any security under the 
terms of which the holder upon its presentation to the 
issuer or to a person designated by the issuer is en- 
titled to receive approximately his proportionate share 
of the issuer’s current net assets, or the cash 
equivalent thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of 
redemption or postpone the date of payment or 
satisfaction upon redemption of any redeemable 
security in accordance with its terms for more than 
seven days after the tender of such security to the 
company or its agent designated for that purpose for 
redemption except in certain prescribed circum- 
stances. 


Section 27(d) of the Act makes it unlawful for any 
registered investment company issuing periodic pay- 
ment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such certifi- 
cate unless the certificate provides that the holder 
thereof may surrender the certificate at any time within 
the first eighteen months after the issuance of the 
certificate and receive in payment thereof, in cash, the 
sum of (1) the value of his account, and (2) an amount, 
from such underwriter or depositor, equal to that part 
of the excess paid for sales loading which is over 15 per 
centum of the gross payments made by the certificate 
holder. 


Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the ex- 
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tent necessary to permit compliance with Section 
51.358 as it pertains to (i) redemption values under 
Contracts issued to participants in the Program sub- 
sequent to the date of such exemptive order and (ii) 
redemption values under Contracts issued prior thereto 
but attributable to payments made subsequent to the 
date of such exemptive order and (ii) redemption values 
under Contracts issued prior thereto but attributable to 
payments made subsequent to the date of such order. 


Applicants assert that if such exemptions are not 
granted, persons participating in the Program effec- 
tively will be denied an opportunity to select as a fund- 
ing medium for their retirement benefits one of two 
funding media (the other being fixed annuity contracts) 
specifically provided in the Texas statute for such pur- 
pose. Additionally, participants will be unable to 
obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage participa- 
tion in the retirement plan but that unrestricted 
withdrawals prior to retirement might be detrimental to 
an effective retirement vehicle. In view of the fore- 
going, Applicants assert that the Commission should 
grant the requested exemptions because: (1) the 
limited restriction on redemption would be voluntarily 
assumed by participants, i.e., eligible employees are 
not required to participate in the Program; (2) the re- 
strictions were not formulated nor suggested by Appli- 
cants; and (3) participants’ relinquishment of the full 
right of redemption is a reasonable requirement in ex- 
change for the benefits bestowed by the matching 
contributions of the State of Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the 
Program, informing them of the restriction on the avail- 
ability of redemption values under Contracts to be 
issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the 
restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the determi- 
nation that the sale of these Contracts is suitable for 
that participant, to sign a statement indicating that 
he/she is aware that these restrictions will be placed 
on his/her Contract when it is issued. In addition, IDS 
Life will review all sales literature that is to be used in 
conjunction with the sales of these contracts for the 
existence of material representations that are incon- 
sistent with the restrictions to be placed on these 
contracts and will instruct the salespeople involved in 
soliciting in this market specifically to bring this 
restriction to the attention of the potential participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes 
of persons, securities or transactions, from the 
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provisions of the Act and Rules promulgated 
thereunder if and to the extent that such exemption is 
necessary or appropriate in the public interest and con- 
sistent with the protection of investors and the 
purposes fairly intended by the policy and provisons of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 15, 1977, at 5:30 
p.m. submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney at 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following November 15, 1977, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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MASSMUTUAL CORPORATE INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4168) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Massachusetts Mutual 
Life Insurance Company (“Insurance Company”), a 
mutual life insurance company organized under the 
laws of the Commonwealth of Massachusetts, and 
MassMutual Corporate Investors, Inc. (“Fund”), a 
non-diversified, closed-end management investment 
company registered under the Investment Company 
Act of 1940 (“Act”) (hereinafter collectively referred to 
as “Applicants”), filed an application on August 4, 
1977, and an amendment thereto on September 30, 
1977, pursuant to Section 17(d) of the Act and Rule 
17d-1 thereunder for an order of the Commission 
permitting the Insurance Company to purchase 
$8,000,000 in principal amount of a new issue of 8.90% 
Senior Notes of Viacom International, Inc. (“Viacom”). 
All interested persons are referred to the application on 
file with the Commission for a statement of the rep- 
resentations contained therein, which are summarized 
below. 


The application states that pursuant to an order of the 
Commission issued on August 19, 1971 (Investment 
Company Act Release No. 6690, referred to herein as 
the “Order”), the Insurance Company, which acts as 
investment adviser to the Fund, is permitted to invest 
concurrently for its general account in each issue of 
securities purchased by the Fund at direct placement, 
and to exercise warrants, conversion privileges and 
other rights at the same time as the Fund. The Order is 
subject to several conditions, one of which requires, 
generally, that purchases at direct placement of secu- 
rities which would be consistent with the investment 
policies of the Fund be shared equally by the Insurance 
Company and the Fund have acquired interests in an 
issuer, neither the Insurance Company nor the Fund, 
unless otherwise permitted by order of the 
Commission, may acquire any further interest in such 
issuer other than interests in all respects identical. 


The application states that the Insurance Company has 
been offered for purchase at direct placement 
$8,000,000 in principal amount of a new issue of 8.90% 
20-year Senior Notes (the “Notes”’) of Viacom. The 
application further states that the proposed purchase 
is part of a proposed issue of notes by Viacom of 
$20,000,000 in principal amount, and that at the 


present time the other prospective purchasers of the 
Notes wil! include Connecticut Mutual Life Insurance 
Company, which will purchase $4,000,000 in principal 
amount, and The Travelers Insurance Company, which 
will purchase $8,000,000 in principal amount. Appli- 
cants state that Viacom has represented to the 
Insurance Company that it intends to apply the 
proceeds from the sale of the Notes in connection with 
Viacom’s current plans to acquire certain broadcasting 
property. Applicants represent that the Insurance 
Company and the Fund each hold (1) $1,500,000 in 
principal amount of Viacom 82% Senior Notes due 
1992, and (2) $5,500,000 Viacom 6% Convertible 
Subordinated Notes due 1992, purchased in November 
1972 (the “Outstanding Securities’). The 6% 
Convertible Subordinated Notes have a conversion 
price of $25 per share; the closing price for a share of 
Viacom common stock on October 19, 1977, was 
$15-1/8. 


Section 17(d) of the Act and Rule 17d-1 thereunder, 
taken together, provide, in part, that it is unlawful for 
an affiliated person of a registered investment 
company, acting as principal, to effect any transaction 
in which such investment company is a joint partici- 
pant, without the permission of the Commission. Rule 
17d-1 provides, in part, that in passing upon 
applications for orders granting such permission, the 
Commission will consider (1) whether the participation 
of the investment company in such transaction on the 
basis proposed is consistent with the provisions, 
policies and purposes of the Act, and (2) the extent to 
which such participation is on a basis different from or 
less advantageous than that of other participants. 


Applicants submit that the Insurance Company’s 
acquisition of the Notes is not disadvantageous to the 
Fund and is consistent with the provisions, policies 
and purposes of the Act. The application states (1) that 
the Fund is fully invested; (2) that the Fund’s invest- 
ment policy specifies that the principal investments of 
the Fund will be long-term obligations and, 
occasionally, preferred stocks, purchased directly from 
the issuers, if such obligations or preferred stocks 
have equity features such as accompanying shares of 
common stock or rights to acquire, or to convert such 
obligations or preferred stocks into, such shares; (3) 
that since the Notes do not have any accompanying 
equity features, they would not be an investment 
permitted by the investment policies of the Fund; and 
(4) that the absence of any equity features accom- 
panying the Notes is attributable to Viacom’s stronger 
financial condition as compared with such position in 
1972 when the Outstanding Securities were acquired. 
Applicants state that at the time of purchsase of the 
Outstanding Securities, the Insurance Company did 
not contemplate any investment in the Notes, nor was 
the purchase of the Outstanding Securities tied to or 
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induced by any discussions with respect to the 
purchase and sale of the Notes or any similar securi- 
ties. Applicants further state that there is no 
connection between the purchase of the Outstanding 
Securities and the proposed issuance and sale of the 
Notes to the Insurance Company other than the fact 
that the Insurance Company established a relationship 
with Viacom in 1972, at the time of the acquisition of 
the Outstanding Securities. Applicants assert that 
neither the Insurance Company, (or any affiliated 
person of the Fund) owns any securities of Viacom or 
any affiliated person of Viacom, other than the Out- 
standing Securities. 


Applicants state that because one condition of the 
Order is that once Applicants have acquired interests in 
an issuer, neither Applicant, unless otherwise 
permitted by order of the Commission, may acquire 
any further interest in such issuer other than interests 
in all respects identical, conversion of the Outstanding 
Securities into common stock of Viacom, at a time 
when the Insurance Company otherwise holds secu- 
rities of Viacom, would be prevented. Applicants assert 
that they are prepared to contemplate only sale of the 
Outstanding Securities, which they state would be 
permitted by the Oder notwithstanding retention by the 
Insurance Company of securities of Viacom, and would 
not expect to convert any Outstanding Securities 
without further Commission action unless the Order 
can be complied with. Applicants state that if any 
future application to enable the Fund to convert any of 
its Outstanding Securities is made necessary by 
reason of the proposed purchase of the Notes by the 
Insurance Company, which application is filed or 
joined in by the Fund, the Insurance Company will pay 
any and all fees required thereby. 


The application states that in the judgment of the In- 
Surance Company, the Notes would be an attractive 
investment which it would like to acquire. The applica- 
tion states that the purpose of this application is to 
avoid disadvantage to the Insurance Company if it is 
not permitted to acquire the Notes. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 18, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be addres- 
sed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall 
be served personally or by mail upon Applicants at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
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certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9971/October 25, 1977 


In the Matter of 


FIRST INVESTORS FUND, INC. 

FIRST INVESTORS FUND FOR GROWTH, INC. 
FIRST INVESTORS DISCOVERY FUND, INC. 

FIRST INVESTORS FUND FOR INCOME, INC. 
FIRST INVESTORS TREND FUND, INC. 

FIRST INVESTORS TAX EXEMPT FUND, INC. 

and 

FIRST INVESTORS MANAGEMENT COMPANY, INC. 


120 Wall Street 
New York, New York 10005 


(812-4084) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


r 


\ 
® é 


EXEMPTING PROPOSED TRANSACTIONS FROM THE 


PROVISIONS OF SECTION 22(d) OF THE ACT. 


ee 


a & 


First Investors Fund, Inc., First Investors Fund for 
Growth, Inc., First Investors Discovery Fund, Inc., 
First Investors Fund for Income, Inc., First Investors 
Trend Fund, Inc., and First Investors Tax Exempt 
Fund, Inc. (hereinafter referred to collectively as 
“Funds”), each of which is an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act”), and the 
Funds’ investment adviser, principal underwriter and 
distributor, First Investors Management Company, Inc. 
(“Management Company”) (hereinafter referred to 
collectively with the Funds as “Applicants”), filed an 
application on January 23, 1977, and amendments 
thereto on June 27, 1977, and July 15, 1977, pursuant 
to Section 6(c) of the Act, for an order of the Com- 
mission exempting from the provisions of Section 
22(d) of the Act a proposed plan which permits the 
holders of dividend paying participant life insurance 
policies issued by First Investors Life Insurance 
Company (‘Insurance Company’’) to invest the 
dividends paid by the Insurance Company on such 
policies in shares of any of the Funds at net asset 
value. 


On September 26, 1977, a notice (Investment Company 
Act Release No. 9947) was issued of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 22(d) of the Act, to the extent requested, be, 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9972/October 25, 1977 


In the Matter of 


YOUNG FAMILIES LIFE SHARES, INC. 
c/o Charles L. Jaffin, Esq. 

Battle, Fowler, Stokes & Kheel 

280 Park Avenue 

New York, New York 10017 


(811-2364) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE INVEST- 
MENT COMPANY ACT OF 1940. 


NOTICE IS HEREBY GIVEN that the Commission pro- 
poses, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (“Act”), to declare by order on its 
own motion, that Young Families Life Shares, Inc. 
(“Fund”), registered under the Act as an open-end, 
diversified management investment company, has 
ceased to be an investment company as defined in the 
Act. 


The Fund registered under the Act on March 19, 1973. 
Information contained in the files of the Commission 
indicates that the Fund filed a registration statement 
under the Securities Act of 1933 (File No. 2-47303) on 
March 19, 1975. This registration statement did not 
become effective, and was ordered abandoned by the 
Commission on December 3, 1974. Thus, the Fund has 
never engaged in a public distribution of its securities. 
The Department of Corporations of the State of Rhode 
Island, the state under which the Fund was organized, 
has informed the staff of the Commission that the 
Fund was dissolved on February 21, 1974, by action of 
the incorporators. The Fund has never filed any of the 
periodic reports required by the Act. Thus, it appears 
that the Fund is not currently engaged in the business 
of an investment company, and that its corporate 
existence has terminated. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment 
company has ceased to be an investment company it 
shall so declare by order, which may be made upon 
appropriate conditions if necessary for the protection 
of investors, and upon the taking effect of such order, 
the registration of such company shall cease to be in 
effect. 


SEC DOCKET/493 








NOTICE IS FURTHER GIVEN, that any interested 
person may, not later than November 21, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on this matter accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail upon 
the Fund at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of this matter will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon rerquest or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter. including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9973/October 25, 1977 


In the Matter of 

MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 

and 

MASSMUTUAL CORPORATE INVESTORS, INC. 
1295 State Street 

Springfield, Massachusetts 01111 

(812-4158) 
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NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Massachusetts Mutual 
Life Insurance Company (“Insurance Company”), a 
mutual life insurance company organized under the 
laws of the Commonwealth of Massachusetts, and 
MassMutual Corporate Investors, Inc. (“Fund”), a non- 
diversified, closed-end management investment 
company registered under the Investment Company 
Act of 1940 (‘Act’) (hereinafter collectively referred to 
as “Applicants”), filed an application on July 18, 1977, 
and an amendment thereto on September 19, 1977, 
pursuant to Section 17(d) of the Act and Rule 17d-1 
thereunder for an order of the Commission permitting 
the Insurance Company to purchase at direct place- 
ment $10,000,000 in principal amount of a new issue of 
9%2% Senior Notes due 1992 to be issued by Combined 
Communications Corporation (‘“‘Combined’’). All 
interested persons are referred to the application on 
file with the Commission for a statement of the rep- 
resentations contained therein, which are summarized 
below. 


The application states that pursuant to an order of the 
Commission issued on August 19, 1971 (Investment 
Company Act Release No. 6690, referred to herein as 
the “Order”), the Insurance Company, which acts as 
investment adviser to the Fund, is permitted to invest 
concurrently for its general account in each issue of 
securities purchased by the Fund at direct placement, 
and to exercise warrants, conversion privileges and 
other rights at the same time as the Fund. Applicants 
state that among the conditions of the Order are (1) 
that purchases at direct placement of securities which 
would be consistent with the investment policies of the 
Fund be shared equally by the Insurance Company and 
the Fund, and (2) that, once the Insurance Company 
and the Fund have acquired interests in an issuer, 
neither the Insurance Company nor the Fund, unless 
otherwise permitted by order of the Commission, may 
acquire any further interest in such issuer other than 
interests in all respects identical. 


The application states that the Insurance Company has 
been offered for purchase at direct placement 
$10,000,000 in principal amount of a new issue of 
9%%% Senior Notes due 1992 (the “Notes”) of 
Combined. Applicants request an order of the Com- 
mission permitting the Insurance Company to acquire 
the Notes, since the Insurance Company and the Fund 
each hold the following Combined securities: (1) 
$2,000,000 in principal amount of 9% Senior Notes due 
1987 together with warrants to purchase 23,190 shares 
of Combined common stock purchased in January, 
1972; and (2) $3,000,000 8% Senior Notes due 1987 
($1,000,000 of which are convertible into Combined 
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common stock) purchased in December, 1972 (here- 
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Securities”). Applicants represent that (1) the 9% 
Senior Notes have a warrant exercise price of $16 per 
share, and (2) the 8% Senior Notes have a conversion 
price of $24 per share; the closing price for a share of 
Combined common stock, according to the composite 
transactions in the New York Stock Exchange listed 
stocks, on October 19, 1977, was $23%. Applicants 
state that Combined has represented to the Insurance 
Company that it intends to apply the proceeds from the 
sale of the Notes in connection with Combined’s 
current plans to acquire certain radio and television 
stations and a newspaper. 


Section 17(d) of the Act and Rule 17d-1 thereunder, 
taken together, provide, in part, that it is unlawful for 
an affiliated person of a registered investment 
compary, acting as principal, to effect any transaction 
in which such investment company is a joint 
participant, without the permission of the Commis- 
sion. Rule 17d-1 provides, in part, that in passing upon 
applications for orders granting such permission, the 
Commission will consider (1) whether the participation 
of the investment company in such transaction on the 
basis proposed is consistent with the provisions, poli- 
cies, and purposes of the Act, and (2) the extent to 
which such participation is on a basis different from or 
less advantageous than that of other participants. 


Applicants submit that the Insurance Company’s 
acquisition of the Notes is not disadvantageous to the 
Fund and is consistent with the provisions, policies 
and purposes of the Act. The Fund’s investment policy 
specifies that the principal investments of the Fund 
will be long-term obligations and, occasionally, pre- 
ferred stocks, purchased directly from the issuers, if 
such obligations or preferred stocks have equity 
features such as accompanying shares of common 
stock, securities convertible into such shares, or 
conversion rights or warrants to purchase such shares. 
In the opinion of the Insurance Company, while that 
policy would not preclude the purchase of short-term 
and readily marketable securities when the Fund is not 
fully invested (although Applicants state that the Fund 
is, in fact, fully invested), the purchase from an issuer 
of long-term securities without accompanying equity 
features would violate the Fund’s investment policy; 
the application states that the absence of any equity 
features accompanying the Notes is attributable to 
Combined’s stronger financial condition as compared 
with such position in 1972 when the Outstanding 
Securities were acquired, and that at the time of the 
purchase of the Outstanding Securities the Insurance 
Company did not contemplate any investment in the 
Notes, nor was the purchase of the Outstanding 
Securities tied to or induced by any discussions with 
respect to the purchase and sale of the Notes or any 


similar securities. Applicants state further that there is 
no connection between the purchase of the Outstand- 
ing Securities and the proposed issuance and sale of 
the Notes to the Insurance Company other than the fact 
that the Insurance Company established a relationship 
with Combined in 1972, at the time of the acquisition of 
the Outstanding Securities. 


Applicants further state that neither the Insurance Com- 
pany or any affiliated person of the Insurance 
Company, nor the Fund or any affiliated person of the 
Fund owns any securities of Combined, or any 
affiliated person of Combined, other than the 
Outstanding Securities, except in the case of Robert H. 
Craft (“Craft”). Applicants represent that Craft, a direc- 
tor of Combined, owns less than 1% of its common 
stock, and is also a director and sits on the Exeucitve 
Committees of the Insurance Company, the Fund and 
MassMutual Income Investors, Inc., another closed- 
end management investment company registered 
under the Act which is affiliated with the Insurance 
Company. Applicants further represent that Craft did 
not participate in the deliberations or votes of (1) the 
Board of Directors of the Fund, consenting to the 
purchsase of the Notes by the Insurance Company, or 
(2) the Board of Directors of the Insurance Company, 
approving the investment in the Notes by the Insurance 
Company. 


In view of the aforementioned condition of the Order 
that, once Applicants have acquired interests in an 
issuer, neither Applicant, unless otherwise permitted 
by order of the Commission, may acquire any further 
interests in such issuer other than interests in all 
respects identical, Applicants conclude that conver- 
sion of the Outstanding Securities into common stock 
of Combined at a time when the Insurance Company 
otherwise holds securities of Combined would be 
prevented. Applicants assert that they are prepared to 
contemplate only sale of the Outstanding Securities, 
which they state would be permitted by the Order 
notwithstanding retention by the Insurance Company 
of securities of Combined, and would not expect to 
convert any Outstanding Securities without further 
Commission action unless the Order can be complied 
with. Applicants state that if any future application to 
enable the Fund to convert any of its Outstanding 
Securities is made necessary by reason of the 
proposed purchase of the Notes by the Insurance 
Company, which application is filed or joined in by the 
Fund, the Insurance Company will pay any and all fees 
required thereby. 


The application states that in the judgment of the 
Insurance Company, the Notes would be an attractive 
investment which it would like to acquire. Applicants 
state that the purpose of this application is to avoid 
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disadvantage to the Insurance Company, which they 
assert will occur if the Insurance Company is not 
permitted to acquire the Notes. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 16, 1977, at 5:30 
p.m., submit to the Commission in writing a request of 
his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


Groman Mortuaries, Inc. (“Applicant”), a California 


corporation, filed an application on February 14, w77@ | 


and amendments thereto on April 21, 1977, and June 
10, 1977, for an order, pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“Act”), exempting 
Applicant from all the provisions of the Act and rules 
thereunder (a) in connection with the completion of 
installment sales of certain debentures issued by 
Applicant under existing subscription agreements, and 
(b) for so long as Applicant has outstanding certain 
debentures which were sold on an installment basis. 


On September 26, 1977, a notice was issued 
(Investment Company Act Release No. 9946) of the 
filing of said application. The notice gave interested 
persons an opportunity to request a hearing and stated 
that an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
or necessary in the public interest and consistent with 
the protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 
Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the Act, 


that, subject to the conditions therein, the of the Act.) é 
for exemption from all provisions of the Act be, and 
hereby is, granted, effective forthwith. i 





George A. Fitzsimmons | 


Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9974/October 26, 1977 


In the Matter of 


GROMAN MORTUARIES, INC. 
830 West Washington Boulevard 
Los Angeles, California 90015 


(812-4091) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9975/October 26, 1977 


In the Matter of 


FLETCHER FUND, INC. 


COMSTOCK FUND, INC. 
2777 Allen Parkway 
Houston, Texas 77019 
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NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(b) OF THE ACT FOR AN ORDER 
EXEMPTING PROPOSED TRANSACTION FROM THE 
PROVISIONS OF SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Fletcher Fund, Inc. 
(“Fletcher”) and Comstock Fund, Inc. (“Comstock”) 
(hereinafter collectively referred to as “Applicants”), 
both registered under the Investment Company Act of 
1940 (the “Act”) as diversified, open-end management 
investment companies, filed an application on 
September 26, 1977, pursuant to Section 17(b) of the 
Act for an order of the Commission exempting from the 
provisions of Section 17(a) of the Act the proposed 
merger of Fletcher into Comstock through the 
exchange of shares of Comstock, at net asset value, for 
the assets of Fletcher. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations contained 
therein, which are summarized below. 


Fletcher, a Delaware Corporation, was organized in 
August, 1966, and as of June 30, 1977, had 2,329,705 
shares outstanding and net assets of $13,095,701. 
Comstock, also a Delaware Corporation, was organized 
in November, 1967, and as of June 30, 1977, had 
12,955,982 shares outstanding and net assets of 
$79,354,586. Each of the Applicants employs American 
General Capital Management, Inc. (the “Adviser”), a 
wholly owned subsidiary of American General 
Insurance Company, as its investment adviser. The 
boards of directors and officers of each of the Appli- 
cants are identical. The Aplicants are parties to 
identical agreements for investment advisory, 
underwriting and transfer agency services. 


Fletcher and Comstock have entered into an 
Agreement of Merger, dated as of September 30, 1977 
(the “Agreement”), under which Fletcher will be 
merged into Comstock and the separate existence of 
Fletcher will cease. The proposed transaction is con- 
tingent, among other things, upon the receipt of a 
ruling from the Internal Revenue Service or an opinion 
of legal counsel to the effect that the merger will 
constitute a taxfree reorganization, the issuance of the 
requested order pursuant to Section 17(b) of the Act, 
and the obtaining of all necessary approvals by the 
appropriate Federal and State regulatory authorities. 
Shortly before the effective date of the merger each of 
the Applicants intends to distribute to its shareholders 
substantially all of its net investment income for the 
fiscal year through the effective date of the merger. The 
Agreement is subject to approval by the affirmative 
vote of at least a majority of the outstanding voting 


securities of Fletcher. If the Agreement is so approved, 
it is anticipated that the proposed merger will take 
place at the close of business on December 31, 1977. 
The effective date of the merger can, however, be any 
other time that is agreed to in writing by the 
Applicants. At any time prior to consummation of the 
merger the Board of Directors or the President of either 
Applicant may waive any terms or conditions of the 
Agreement benefiting such Applicant, if in the opinion 
of the Board of Directors or President such waiver will 
not have a material adverse effect on the benefits to 
accrue under the Agreement to the shareholders of 
such Applicant. 


At the effective time of the merger, all of the property 
and assets of Fletcher will be transferred to Comstock, 
which will assume all of the liabilities and obligations 
of Fletcher. Upon consummation of the merger, the 
outstanding shares of Fletcher will be converted into 
shares of Comstock. The number of shares of 
Comstock to be issued to shareholders of Fletcher will 
be determined on the basis of the relative net asset 
value per share of each of the Applicants computed as 
of the close of the New York Stock Exchange on the 
effective date, or if the Exchange is not open for 
trading on such date on the last preceding day on 
which the Exchange was open. The effective time of 
the merger shall not, however, be more than twenty- 
four hours after the last close of trading on the New 
York Stock Exchange. The net asset value per share of 
each of the Applicants will be Getermined by dividing 
the total value of the investments and other assets of 
each of the Applicants less any liabilities by the total 
number of shares outstanding. 


Shares of Fletcher will be distributed by registering on 
the stock records of Comstock the number of shares 
(and fractional interests in shares) of common stock of 
Comstock owned by each Fletcher shareholder. Cer- 
tificates for full shares will be issued only upon 
request. Fletcher shareholders who hold shares in 
certificate form will be required to surrender their 
Fletcher certificates before certificates for their 
Comstock shares will be distributed to them. The 
Comstock shares represented by outstanding stock 
certiificates of Fletcher not yet surrendered may not be 
transferred or redeemed until surrender of the Fletcher 
stock certificates to the transfer agent. All dividends 
and distributions declared payable on the Comstock 
shares issued in the merger will be paid in cash or 
reinvested in additional shares of Comstock at net 
asset value in accordance with the option previously in 
effect for the Fletcher shareholder, unless the share- 
holder furnishes different instructions to the transfer 
agent in writing. 


As of June 30, 1977, Fletcher and Comstock had a 
capital loss carryforward of $7,483,064, and 
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$47,622,403, respectively. As of June 30, 1977, 
Fletcher and Comstock had net unrealized appreciation 
in investments of $1,963,147 and $10,131,311, respec- 
tively. The capital loss carryforward as a percentage of 
net assets in the case of Fletcher and Comstock was 
57%, and 60%, respectively. The net unrealized 
appreciation in investments as a percentage of net 
assets in the case of Fletcher and Comstock was 15%, 
and 13%, respectively. Since the shareholders of 
Fletcher will, after the merger, own less than 20% of 
the outstanding shares of Comstock, the amount of 
Fletcher’s capital loss carryforward available to 
Comstock will be equal to the percentage of the 
outstanding shares of Comstock owned by Fletcher’s 
former shareholders immediately after the merger 
multiplied by five. 


If the proposed transaction had taken place on June 30, 
1977, the shareholders of Fletcher would have received 
approximately 14% of the shares of Comstock 
outstanding immediately after the merger. On such 
basis, approximately 70% of Fletcher’s capital loss 
carryforward would be available to Comstock after the 
merger. Applicants have agreed that no adjustment 
need be made in the computation of Applicants’ 
respective net asset values under the Agreement to 
reflect any potential income tax impact on the share- 
holders of Applicants which might result from the 
differences in tiieir proportionate amounts of capital 
loss carryforward and unrealized appreciation of 
investments in their respective portfolios. It is 
submitted that there is no assurance that sufficient 
capital gains will be realized to utilize the full amount 
of Fletcher’s capital loss carryforward prior to its 
expiration, or that Fletcher’s current unrealized appre- 
ciation will, in fact, be realized. It is also submitted 
that the actual impact of the above capita! loss carry- 
forward and current net unrealized appreciation of 
ivnestments is not readily determinable, wouid be 
largely a matter of specuiation, and would depend on 
many different factors, including each individual 
shareholder’s personal tax status. 


Applicants state that since the boards of directors and 
officers of the Applicants are identical and they have 
the same investment adviser, the Applicants might be 
deemed to be under “common control” and thus 
“affiliated persons” of each other within the meaning 
of Section 2(a)(3) of the Act. Section 17(a) of the Act 
provides, in pertinent part, that it shall be unlawful for 
any affiliated person of a registered investment 
company, or any affiliated person of such a person, 
acting as principal, knowingly to sell to or purchase 
from such registered investment company any security 
or other property except securities of which the invest- 
ment company is the issuer. Section 17(b) of the Act 
provides that the Commission, upon application, may 
exempt a proposed transaction from the provisions of 


498/SEC DOCKET 





Section 17(a) of the Act if the evidence establishes that 
the terms of the proposed transaction, including the 
consideration to be paid or received, are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned, and that the proposed 
transaction is consistent with the policy of each 
registered investment company concerned and with the 
general purposes of the Act. 


Applicants submit that the terms of the proposed 
transaction are fair and reasonable and do not involve 
overreaching on the part of any person concerned, 
since the assets of Fletcher are being acquired by 
Comstock in exchange for shares of Comstock on the 
basis of their respective net asset values. Applicants 
represent that the shareholders of Fletcher as 
shareholders of Comstock are expected to benefit from 
a more favorable ratio of expenses to total net assets 
than would be experienced by Fletcher as a separate 
company in view of the fact that Comstock has 
experienced a lower expense ratio than Fletcher in 
recent years. It is further submitted that the 
shareholders of both Applicants will benefit from the 
proposed merger in that it will tend to reduce their ratio 
of operating expenses to total net assets on account of 
the elimination of certain duplication of expenses 
which they currently must separately pay. 


Applicants also state that the proposed transaction s@) 


consistent with the investment policies of both 
Fletcher and Comstock, and the general purposes of 
the Act. Fletcher’s primary investment objective is to 
seek long term capital appreciation. To the extent con- 
sistent with this objective income and preservation of 
capital are given secondary emphasis. Comstock’s 
investment objective is to seek capital appreciation 
through investment in securities believed to have above 
average potential for such appreciation. Both 
Applicants invest principally in comon stocks, many of 
which are traded in the over-the-counter market. Appli- 
cants finally submit that their investment restrictions 
are substantially similar. 


The investment policies and restrictions of Comstock 
will continue in effect after the merger and become the 
investment policies and restrictions of the surviving 
corporation. The application states that there are a 
number of overlapping positions in the security 
portfolios of Fletcher and Comstock and that, in the 
opinion of the Adviser, the Applicants’ portfolios are 
compatible and no sales of securities are expected to 
be required as a result of the proposed transaction. 


The Adviser has agreed to pay all of the expenses of the 
proposed merger. The expenses to be paid on behalf of 
Fletcher include the cost of preparation, printing and \ 
mailing proxy material for the annual meeting of 
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hose of the 1976 annual meeting. The expenses to be 

paid on behalf of Comstock include the cost of 
preparation, printing and mailing of a post-effective 
amendment to its registration statement and the pro- 
spectus included therein. 


E Prose crine to the extent that such costs exceed 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 21, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 

roposed to be controverted, or he may request that he 

e notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 


\ Orr's: or advice as to whether a hearing is ordered, 


will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 


Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9976/October 27, 1977 


In the Matter of 

STATE STREET INVESTMENT CORPORATION 
225 Franklin Street 

Boston, Massachusetts 02110 


(812-4167) 





" NOTICE OF FILING OF AN APPLICATION PUR- 
SUANT TO SECTION 6(c) OF THE ACT FOR AN 


ORDER EXEMPTING CERTAIN TRANSACTIONS 
FROM THE PROVISIONS OF SECTION 22(d) OF THE 
ACT. 


NOTICE IS HEREBY GIVEN that State Street Invest- 
ment Corporation (‘‘Fund’’), a Massachusetts corpora- 
tion registered under the Investment Company Act of 
1940 (‘‘Act’’) as an open-end, diversified management 
investment company, has filed an application on 
August 1, 1977, and an amendment thereto on October 
26, 1977, pursuant to Section 6(c) of the Act for an order 
of the Commission exempting the Fund from the 
provisions of Section 22(d) of the Act to permit a 
proposed exchange of the Fund’s shares at approxi- 
mately net asset value for substantially all of the assets 
of Cook Holdings, Inc. (‘‘Cook’’), a personal holding 
company. All interested persons are referred to the 
application and amendment on file with the Commis- 
sion for a statement of the representations contained 
therein, which are summarized below. 


The Fund represents that Cook, a Massachusetts cor- 
poration, was incorporated in 1923 and until 1962 
conducted a jewelry business under the name of A. 
Stowell & Co., Inc. In that year it sold the jewelry 
business, changed its name and has since operated as a 
family private investment company, investing and rein- 
vesting its assets in a diversified portfolio of securities. 
Substantially all of Cook’s assets are in the form of 
investments In marketable securities, cash and cash 
items. At the present time Cook has 4 stockholders of 
record (6 holders of beneficial interest), is a personal 
holding company for Federal income tax purposes, and 
is subject to federal and state corporate taxes. The 
Fund asserts that Cook is excepted from the definition 
of an investment company by reason of Section 3(c)(1) 
of the Act. 


On February 14, 1977, the Fund and Cook entered into 
an agreement (‘‘Agreement’’) whereby substantially 
all of the assets of Cook are to be acquired by the Fund 
in exchange for shares of the Fund’s common stock. 
Pursuant to the Agreement, the number of the Fund’s 
shares to be delivered to Cook shall be determined on 
the closing date as defined in the Agreement by 
dividing the aggregate value of the assets to be 
transferred to the Fund, less 1.3% thereof, by the net 
asset value per share of the Fund. 


The application states that the Fund and Cook have 
applied for a ruling from the Internal Revenue Service 
(the receipt of which Is a condition to the consummation 
of the proposed transaction) to the effect that the 
contemplated transaction will constitute a tax-free reor- 
ganization and consequently, among other things, the 
Federal Tax basis to the Fund of the assets acquired 
from Cook will be the same as those assets had in the 
hands of Cook. 
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As of June 30, 1977, the market value of the assets of 
Cook to be delivered to the Fund was approximately 
$882,000. Following consummation of the transaction, 
the Fund intends to sell certain securities transferred to 
it by Cook having a market value of up to, but not in 
excess of, 30% of the value of the assets of Cook to be 
transferred to the Fund on the closing date. 


The remainder of the assets received will be retained in 
the Fund’s portfolio. When the shares of the Fund are 
received by Cook, Cook will distribute such shares to its 
stockholders upon liquidation of Cook. The Fund has 
been advised that the stockholders of Cook have no 
present intention of redeeming any substantial num- 
ber, or otherwise transferring any, of the Fund’s shares 
following the proposed transaction. 


The Fund represents that neither Cook nor any share- 
holder, director of officer of Cook is either an ‘‘affiliated 
person’’ of the Fund or an ‘‘affiliated person’’ of any 
‘‘affiliated person’’ of the Fund and that the 
Agreement was negotiated at arm’s-length by the prin- 
cipals of Cook and the Fund. 


Section 22(d) of the Act provides, in part, that a 
registered open-end investment company may sell its 
shares only at a current public offering price described 
in the prospectus. The Fund does not have an effective 
prospectus which describes a current offering price for 
its shares, and accordingly has filed this application 
seeking an exemptive order for the proposed transac- 
tion from Section 22(d) of the Act. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may 
conditionally or unconditionally exempt any person or 
transaction from any provision under the Act or of any 
rule or regulation thereunder, if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


The Fund represents that the terms fo the proposed 
exchange are fair to the Fund and are consistent with 
the Fund’s investment policies. It is further repre- 
sented that the granting of the requested exepmption 
from the provisions of Section 22(d) of the Act is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act, and 
that the proposed acquisition will be beneficial to the 
Fund’s shareholders for the following reasons: 


(1) The Fund’s investment adviser will 
bear substantially all of the Fund’s major 
expenses in connection with the exchange, 
including legal and accounting fees, and the 
cost of this application; 
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(2) The proposed reorganization repre- 
sents an opportunity for the Fund to acquire 
additional assets in a single transaction 
without the expense inherent in a sales 
program and the offering of shares to the 
public; and 


(3) The resultant increase in the assets of 
the Fund will operate to reduce expenses in 
relation to net asset value per share because 
the Fund’s investment advisory contract 
provides for a reduced rate of management 
fee on net assets in excess of $300,000,000, 
and as of June 30, 1977, the Fund had an 
aggregate net asset value of $312,488,897. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 21, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be addres- 
sed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall 
be served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by affida- 
vit, or in case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rulas and Regulations pro- 
mulgated under the Act, an order disposing of the 
application will be issued as of course fo'lowing said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








@ 


d 
0 
or 
aS 
od 
e 
19 


all 
he 
ja- 
all 


rO- 
he 
aid 
ng 
yn. 
ver 
ers 
ing 


ent 


@ 0 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9977/October 27, 1977 


In the Matter of 


NEUWIRTH INCOME DEVELOPMENT CORPORATION 
(formerly Neuwirth Bond Fund, Inc.) 

Middletown Bank Building 

1250 Highway #35 

Middletown, New Jersey 07748 


(811-2106) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE INVEST- 
MENT COMPANY ACT OF 1940. 


NOTICE IS HEREBY GIVEN that the Commission pro- 
poses, pursuant to Section 8(f) of the Investment Com- 
pany Act of 1940 (“Act”), to declare by order on its own 
motion, that Neuwirth Income Development Corpora- 
tion (“Fund”), registered under the Act as an open-end, 
diversified management investment company, has 
ceased to be an investment company as defined in the 
Act. 


The Fund was organized in 1970 under the laws of the 
State of Delaware. On August 25, 1970, the Fund re- 
gistered under the Act, and also filed a registration 
statement (File No. 2-38225) on Form S-5 under the 
Securities Act of 1933 for the public sale of shares of 
its common stock. This registration statement was de- 
clared effective by the Commission on August 9, 1971. 


Information in the Commission’s files shows that on 
August 2, 1974, the Fund’s shareholders approved a 
Plan of Complete Liquidation and Dissolution, pur- 
suant to which the Fund distributed all of its assets to 
its shareholders on a pro-rata basis. The annual report 
on Form N-1R for the fiscal year ended November 30, 
1974 (last annual report on file) submitted by the Fund 
to the Commission, states that the Fund was 
liquidated and all remaining outstanding shares of 
common stock redeemed on October 11, 1974. The 
financial statements contained in this annual report 
indicate that the Fund had no known liabilities as of 
October 11, 1974. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment 
company has ceased to be an investment company it 
shall so declare by order, which may be made upon 
appropriate conditions if necessary for the protection 


of investors, and upon the taking effect of such order, 
the registration of such company shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person, not later than November 21, 1977, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on this matter accompanied by a statement as 
to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Fund at the address stated above. Proof of such service 
(by affidavit, or in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of this matter will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon request, or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT 
OF 1940 





INVESTMENT ADVISORS ACT OF 1940 
Release No. 607/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 
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ACCOUNTING SERIES 





ACCOUNTING SERIES RELEASE NO. 229/October 
27, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14108/October 27, 1977 








LITIGATION 





Litigation Release No. 8165/October 21, 1977 


SEC v. GENERAL OIL, INC., ET AL. 
(S.D. IND. CIVIL NO. IP 77 359 C) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office, announced that on September 30, 
1977, Federal District Judye James E. Noland at 
Indianapolis, Indiana entered an order of permanent 
injunction by consent against General Oil, Inc., Robert 
S. Chappell, and Bennie L. Ritchison, enjoining them 
from further violations of the registration and antifraud 
provisions of the securities laws. The order also 
provided for certain ancillary relief, including disgorge- 
ment of investors’ funds by Chappell and General Oil, 
and a permanent receiver for the assets of General Oil. 
The defendants consented to the entry of the order 
without admitting or denying the allegations in the 
Commission’s complaint. 


The complaint alleged that the defendants were selling 
unregistered securities including undivided fractional 
oil and gas interests, preferred stock, and investment 
contracts. It further alleged that the defendants were 
engaged in fraud in the sale of these securities by 
making numerous misstatements, omitting to state 
material facts, and using the money raised to fund per- 
sonal investments of and advances to Chappell. It also 
alleged that Chappell and Ritchison raised approxi- 
mately $211,000 from 23 investors in the sale of the 
securities described above. 
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Litigation Release No. 8166/October 26, 1977 


SEC v. L & S PETROLEUM, INC., ET AL. 
(W.D. OKLA.) (CA File No. 77-0268-D) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, today announced that on October 18, 
1977, Federal District Judge Fred J. Daugherty, at 
Oklahoma City, Oklahoma, entered an Order of Per- 
manent Injunction by Consent enjoining Peter R. 
Maupin, Universal City, Texas, from further violations 
of the registration provisions of the federal securities 
laws. Maupin consented to the entry of the injunction 
without admitting or denying the allegations in the 
Commission’s Complaint, which was filed March 23, 
1977. 


On August 23, 1977, a Stipulation of Facts was filed in 
this matter. Maupin consented to the entry of the in- 
junction in light of the Court’s ruling that his conten- 
tions that the Commission must prove sclenter to estab- 
lish violations of the registration provisions of the 
Securities Act of 1933 does not present a defense In law 
or equity. 


For further information, see Litigation Release Nos. 
7848 and 7863. 





Litigation Release No. 8167/October 26, 1977 


U.S. v. INSTITUTIONAL SECURITIES OF COLO- 
RADO, INC. ET AL. 
(U.S.D.C., 77-CR-128) 


Joseph F. Dolan, United States Attorney for the District 


of Colorado and Robert H. Davenport, Administrator, 
Denver Regional Office of the Securities and Exchange 
Commission announced that Abraham B. Goldberg and 
Willlam Axel Bernhard, both of Colorado, and officers 
and directors of Institutional Securities of Colorado, 
Inc. (ISOC), a registered broker-dealer in Denver, 
Colorado pled gullty on July 28, 1977 to a three count 
information charging them with violating the anit-fraud 
and net capital provisions of the Securities Exchange 
Act of 1934 and with conspiracy to violate the 
anti-fraud, net capital, record-keeping and _ broker- 
dealer reporting provisions of the Exchange Act and 
certain Sections of Title 18 of the United States Code. 
Also on July 28, 1977 ISOC pled nolo contendere to vio- 
lating the net capital provisions of the Exchange Act. 
On September 2, 1977 Goldberg and Bernhard were 
sentenced by the Honorable Richard P. Matsch, U.S. 
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ay ISOC, presently in a trusteeship, pursuant to the 
Securities Investors Protection Act was sentenced to a 
fine of one dollar. At the time of sentencing, the court 
granted the U.S. Attorney’s motion to dismiss the 40 
count Indictment returned on April 15, 1977 against 
these defendants. 


On September 29, 1977 Stanley Richards, who had also 
been charged In that Indictment with violating certain 
provisions of the Securities Exchange Act of 1934, was 
found not gullty by a federal jury. 


For further information, see Litigation Release Nos. 
7934 and 8065. 





Litigation Release No. 8168/October 26, 1977 


U.S. v. MAURICE A. LUNDY, ET AL. 
(D.C. RHODE ISLAND, CR-77-64, 65) 


The Honorable Lincoln C. Almond, United States 

ttorney for the District of Rhode Island, and Michael 
J. Stewart, Administrator for the Boston Regional 
Office of the United States Securities and Exchange 
Commission, Jointly announced that on October 21, 
1977, Maurice A. Lundy (‘‘Lundy’’) pled guilty to 
several counts of two multi-count indictments returned 
on June 23, 1977 by a federal grand jury sitting In 
Rhode Island. It was also announced by Mr. Almond and 
Mr. Stewart that Kathryn A. Allard pied guilty to two 
counts of one of the Indictments returned on that date. 
Both indictments alleged, among other things, viola- 
tions of the registration and anti-fraud provisions of the 
Securities Act of 1933. 


Lundy pled guilty to two counts of an Indictment 
charging violations of the registration and anti-fraud 
provisions of the federal securities laws in connection 
with the offer and sale of scotch whiskey warehouse re- 
ceipts. The offers and sales of scotch whiskey ware- 
house receipts were alleged to have been made to 
residents of Rhode Island, Massachusetts and other 
states throughout the United States. In connection with 
such offers and sales, the counts pled to alleged that 
Lundy failed to file a registration statement for such 
securities with the Securities and Exchange Commis- 
sion, and that he also misrepresented certain material 
facts, Including ‘‘that an Investment in scotch whiskey 
was Insured for profit and growth’’ and ‘‘that investors 
In malt whiskey would realize a guaranteed apprecia- 


iion.” The counts to which Lundy pled also alleged that 
he omitted to tell investors about the existence of an 
investigation by the SEC, negative facts with respect to 
scotch whiskey receipts uncovered by his own investi- 
gation and that all scotch whiskey covered by receipts 
sold by him were not In ‘‘good order, set up properly, 
and under expert supervision.”’ 


Lundy also pled guilty to two counts of the second in- 
dictment alleging violations of the registration and anti- 
fraud provisions of the Securities Act of 1933 in connec- 
tion with the offer and sale of various notes and 
financial obligations by Lundy’s brokerage firm, M.A. 
Lundy Associates in Providence, Rhode Island, and two 
affiliates of that firm, Financial Associates, Inc., and 
Kayhill Corporation, also of Providence. These securi- 
ties were offered and sold to investors in Rhode Island 
and Attleboro, Massachusetts. Kathryn A. Allard, an 
officer of Financial Associates, Inc., and Kayhill pled 
guilty to two counts of the same indictment: one count 
alleged violations of the registration provisions of the 
Securities Act of 1933, while the other alleged 
violations of the anti-fraud provisions of the same 
statute. The counts to which these defendants pled 
alleged, among other things, that the securities in 
question were sold without a registration statement 
being on file or in effect with the Securities and Ex- 
change Commission. 


The counts that were pled to by Lundy and Kathryn 
Allard also alleged that they misrepresented the use of 
proceeds from the sale of the securities in question and 
the financial condition of Financial Associates, and 
omitted to inform Investors that that firm could not 
meet its obligations as they came due. 


Lundy resides at 11 Zane Street, Cranston, Rhode 
Island. Since March 1, 1966, he has headed M. A. 
Lundy Associates, a registered broker and dealer in 
securities located at 596 Broad Street, Providence, 
Rhode Island. 


Kathryn A. Allard resides at 2 Bishop Avenue, 
Seekonk, Massachusetts. In addition to her position 
with Financial Associates, Inc., and Kayhill, she also 
worked for the Lundy brokerage firm. 


The Securities and Exchange Commission’s Boston 
office and the office of the U.S. Attorney in Providence 
would like to acknowledge the cooperation and assis- 
tance of the Company Fraud Department of Scotland 
Yard, London, England. 
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Litigation Release No. 8169/October 26, 1977 


U.S. v. EDDIE J. ROBBINS, RICHARD JOHN 
MATHEWS, AND JAMES R. WILLOUGHBY 
(U.S.D.C. NEBRASKA, Criminal Docket No. 77-0-55) 


Daniel E. Wherry, United States Attorney for the 
District of Nebraska, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission, announced that 
on September 21, 1977 James R. Willoughby of Omaha, 
Nebraska entered a plea of guilty in the United States 
District Court for the District of Nebraska before the 
Honorable Robert V. Denney, U.S. District Judge, to 
one count of an Indictment charging him with selling 
unregistered stock of Diversified Industries, Inc., also 
of Omaha; Nebraska. Both Eddie J. Robbins and 
Richard John Mathews have entered pleas of not guilty 
to the several counts of the same Indictment. No date 
has yet been set for trial. 


For further Information see Litigation Release No. 
8047. 





Litigation Release No. 8170/October 26, 1977 


SEC v. THE HOUSE OF ADLER, INC., ET AL. 
(USDC, COLO., Civil No. 77-954) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange Com- 
mission, announced that on October 14, 1977 a 
Complaint was filed In the U.S. District Court for the 
District of Colorado against the House of Adler, Inc. 
and Jerome |. Epstein, seeking to enjoin them from 
violating the antifraud and corporate reporting provi- 
sions of the Securities Exchange Act of 1934. 


The Complaint alleges, in substance, that from on or 
about October 1, 1971 to February 1976 the defendants 
filed certain reports with the Commission under the 
Exchange Act which reports were false and misleading 
in certain respects and also violated Rule 10b-5. 





Litigation Release No. 8171/October 27, 1977 


SEC v. EDWARD GINSBERG, ET AL. 
(N.D. OHIO, Civil Action no. C-76-1116) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office, and Orazio Sipari, Attorney In Charge 
of the Cleveland Branch Office, of the Securities a 
Exchange Commission announced that on October 
1977, Judge William K. Thomas, United States District 
Court, Northern District of Ohio, Eastern Division, 
signed an Order of Permanent Injunction against 
Edward Ginsberg, a resident of Lyndhurst, Ohlo. Said 
Order enjoined him from further violations of the 
registration and anti-fraud provisions of the Securities 
Act of 1933 and the anit-fraud provisions of the Securi- 
tiles Exchange Act of 1934 in connection with the offer 
and sale of securities, namely investment contracts In 
the form of limited partnership interests in the limited 
partnerships of Equity Ft. Worth, Equity Dallas, Equity 
Peterson Land, Equity Peterson Building, Las Casitas 
11, Del Lago, Las Colinas, River Del Rey !!, Las Colinas 
ll, St. Petersburg Land, St. Petersburg Building, River 
Del Rey III, Las Colinas Ill, H. P. Yankee, Phoenix 
Phase | and Oak Ridge Associates. 





Mr. Ginsberg consented to the entry of the Order of 
Permanent Injunction without admitting or denying the 
allegations of the Commission’s Complaint, which was 
filed on October 19, 1976. In connection with said 
consent decree of Injunction, Ginsberg, without 
admitting or denying any allegations which might have 
been made in anticipated proceedings under Rule 2(e) 
of the Commission’s Rules of Practice (17 CFR 201.2), 


Exchange Commission for a period of four years, 
that practice is defined under Rule 2(e), and furth 
agreed to waive his right under Rule 2(e) (3) for the 
same four year period. 


agreed not to practice before the Securities . ) 





FREEDOM OF INFORMATION ACT [SLUG] 


FREEDOM OF INFORMATION ACT 
Release No. 54/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 
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PRIVACY ACT 
Release No. 6/October 21, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5876/October 21, 1977 
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STAFF ACCOUNTING BULLETIN 
No. 18/October 26, 1977 


Staff Accounting Bulletin No. 18 


an 
& Qrcencr: Securities and Exchange Commission. 
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the 





ACTION: Publication of Staff Accounting Bulletin. 


SUMMARY: This Interpretation describes the position 
of the Commission’s staff on the data to be disclosed for 
mineral resource assets employed in mining operations 
by registrants subject to the replacement cost 
disclosure rule. The disclosure of replacement cost in- 
formation for these assets is required to be made in 
financial statements covering fiscal years ending on or 
after December 25, 1977. The staff’s position is that the 
disclosures should Include (1) replacement cost data 
pertaining to bulldings, machinery, and equipment 
used in mining operations and (2) the amount of costs 
incurred currently In the acquisition, exploration, and 
development of mineral properties accompanied by an 
explanation of the effects of incurring such costs on the 
financial statements and a generalized description of 
the impact of chagning costs of such activities. 


EFFECTIVE DATE: October 26, 1977 


FOR FURTHER INFORMATION CONTACT: Richard 
C. Adkerson, Office of the Chief Accountant, Securities 
and Exchange Commission, Washington, D.C. 20549 
(202-755-1671). 


Q@surrcemenrary INFORMATION: 


In Accounting Series Release No. 190 [41 FT 13599], 
the Commission adopted amendments to Regulation 
S-X [17 CFR Part 210] which require certain registrants 
to disclose In their annual financial statements covering 
fiscal years ending on or after December 25, 1976, 
current replacement cost information about their inven- 
tories and productive capacity. These amendments 
[§210.3-17] Included a one-year exemption from 
disclosing replacement cost data relating to mineral 
resource assets of registrants engaged in the extractive 
industries. The Commission’s staff provided interpre- 
tations of this exemption In previous Staff Accounting 
Bulletins (‘‘SAB’s’’) in Topic 6 | 10a, Questions 1-6 
which appeared in SAB No. 10 [41 FR 35163] and SAB 
No. 13 [42 FR 2058]. 


Since the issuance of ASR No. 190, a research study 
sponsored by the American Petroleum Institute (the 
‘*API’’) was conducted Into applying the replacement 
cost disclosure concepts to mineral resource assets in 
the oil and gas Industry. Also, the Financial 
Accounting Standards Board [the ‘‘FASB’’] has been 
engaged in a project involving financial accounting and 
reporting In the extractive industries. This project 
Initially covered all extractive industries; however, on 
July 15, 1977, the FASB Issued a proposed Statement of 
Financial Accounting Standards which applied only to 
oll and gas producing activities. The FASB indicated In 
the proposed statement that ‘‘[t]he need to address 
other extractive industries In a separate pronounce- 
ment will be assessed by the [FASB].’’ 


The staff of the Commission monitored both the API re- 
placement cost research project and the FASB 
extractive industries project. In addition, the Commis- 
sion’s staff exchanged views on applying the replace- 
ment cost disclosure concept to mineral resource assets 
with several industry groups during the past year. 


In Release No. 33-5878, issued concurrently with this 
SAB, the Commission proposed amendments to 
provide a permanent exemption from §210.3-17, the re- 
placement cost disclosure rule, for mineral resource 
assets employed In oil and gas producing operations 
and to require that registrants disclose in financial 
statements certain information including the present 
value of estimated future net revenues from production 
of proved oll and gas reserves. In Release No. 33-5878, 
the Commission stated: 


The retention of the other extractive 
industries within the replacement cost rule 
and the proposal of new amendments fro the 
oll and gas producing Industry resulted from 
practical considerations as well as substan- 
tive differences between operations in oll 
and gas production and those in other extra- 
ctive industries. 
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The practical considerations involve the 
substantially greater amount of study during 
this past year in the oil and gas industry of 
the development of financial data on bases 
other than historical costs. Moreover, the 
Commission believes that disclosures of the 
nature proposed in this release should be 
required only when accompanied by the 
disclosure of related historical cost informa- 
tion and quantities of reserves, as proposed 
in the FASB Exposure Draft for oll and gas 
producing activities. Guidelines for dis- 
closure of these types of data do not exist 
currently for the mining industries to the 
same extent as for the oil and gas Industry. 


The Commission’s staff has initiated a 
project to review disclosure of financial and 
operating statistical data in the mining 
industries. In conjunction with this project, 
the staff will be considering disclosures in 
response to the replacement cost rule. 


In addition to the practical problems of 
having less extensive disclosure guidelines 
in the mining Industries, upon which to 
build, differences exist in the nature of oper- 
ations from those in the oil and gas industry. 
These differences have been emphasized by 
the mining groups with which the Commis- 
sion’s staff on several occasions during the 
past year has discussed issues relating to 
replacement cost disclosures. In the oil and 
gas Industry, a larger portion of the total 
costs Involved in producing activities are 
incurred in the exploration stage of opera- 
tions. Subsequent development and produc- 
tlon costs are much less significant in 
relative terms than In the mining industries. 


Even though there are basic similarities in 
the process of finding, developing and 
producing lol and gas and minerals, the 
Commission believes that the operational 
differences discussed above justified differ- 
ent approaches to disclosure of current 
economic data at this time. Nevertheless, 
the Commission recognizes that this matter 
should be reexamined in connection with its 
general review of replacement cost data and 
solicits comments to assist It in evaluating 
the ultimate course of action it should take In 
the mining Industries relating to the dis- 
closure of current economic information. 
However, the Commission will not amend, 
for 1977 financial statements, the existing 
replacement cost disclosure requirements 
for mineral resource assets In the mining 
industries. 
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In view of the Commission’s position expressed above, 
the staff is providing the following interpretive guides 
for the disclosure of replacement data by registr 
engaged in extractive Industries other than oil and 
production. The disclosures are required beginning in 
financial statements overing fiscal years ending on or 
after December 25, 1977. 





The staff will continue to consider the replacement cost 
disclosure rule for the extractive industries in 
connection with the Commission’s deliberations on 
Release O. 33-5878, the staff project to develop statis- 
tical disclosure guidelines for mining operations, and 
the general review of the replacement cost disclosure 
rule to be made In 1978 as previously announced by the 
Commission in Release No. 33-5848 [42 FR 41433]. 


The statements in Staff Accounting Bulletins are not 
rules or interpretations of the Commission nor are they 
published as bearing the Commission’s official ap- 
proval; they represent Interpretations and practices 
followed by the Division of Corporation Finance and the 
Office of the Chief Accountant in administering the 
disclosure requirements of the Federal securities laws. 


George A. ritzsimmons 
Secretary 
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STAFF ACCOUNTING BULLETIN NO. 18 


The staff hereby adds Topic 6 | 6m regarding the dis- 
closure of replacement cost data for mineral resource 
assets employed In mining operations. 


TOPIC 6: INTERPRETATIONS OF ACCOUNTING 
SERIES RELEASES 


|. Accounting Series Release No. 190-Amendments to 
Regulation S-X Requiring Disclosure of Certain Re- 
placement Cost Data (§210-3.17) 
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6. Replacement Cost of Productive Capacity 


m. Mineral Resource Assets in the Mining Industries 


FACTS: 


Registrants subject to the replacement cost disclosure 
rule (§210.3-17) must present the required replacement 
cost Information for mineral resource assets employed 
In mining operations In their financial statements 
beginning for fiscal years ending on or after December 
25, 1977. 


QUESTION: 


What data should be provided In response to §210.3-17 
for mineral resource assets of registrants engaged in 
extractive industries other than oll and gas production? 


INTERPRETIVE RESPONSE: 






istrants should provide the replacement cost Infor- 
lon required by §210.3-17 (c) and (d) for their pro- 
ductive capacity represented by bulidings, machinery, 
and equipment used In mining operations on the basis 
of the existing guidelines for estimating replacement 
cost data for productive capacity. The assets for which 
this replacement cost Information would be provided 
generally Include all assets reported in the balance 


sheet except capitalized costs related to (1) acquisition 


of mineral rights, leases, or properties, (2) exploration, 
and (3) development of ore bodies. 


Development costs would Include generally all capital- 
Ized costs, other than the cost of mobile mining equip- 
ment and rolling stock, associated with extracting ore 
and delivering it to the receiving bins of milling and 
curshing facilities in the processing plant. Examples of 
development costs Include costs Incurred to strip over- 
burden, sink shafts, drive tunnels, etc. and the costs of 
hoisting equipment and head frames. 


As with other elements of productive capacity, the 
replacement cost Information on mining assets should 
be estimated at the lowest amount which would have to 
be paid in the normal course of business to obtain a new 
asset of equivalent operating or productive capacity, 
considering current technological changes and current 
environmental regulations. 


If the registrant has particular mines which are 
expected to have short (say 10 years or less) remaining 
productive lives, replacement cost Information on 
assets which are employed in the operations of these 
mines and which cannot be economically transferred to 
other mines may be excluded from the replacement cost 
disclosures. If replacement cost data are not provided 
for assets employed in the operations of short-lived 
mines, the registrant should disclose the gross and net 
carrying value of such assets in its balance sheet 
together with the revenues, cost of sales, operating 
expenses, and depreciation, depletion and amortization 
expense applicable to these mines. 


Registrants should disclose significant amounts of 
current costs Incurred, whether such costs are capital- 
ized or charged to expense as Incurred, in (1) acquiring 
mineral rights, leases or properties, (2) exploration 
activities, and (3) development of ore bodies. The gross 
and net amounts fo such costs capitalized In the balance 
sheet, the related amortization expense of these assets, 
and the amounts of such costs charged to expense as 
incurred should be disclosed. A generalized description 
should be provided of the Impact on the financial state- 
ments of the changing costs of acquiring mineral 
interests, exploration activities, and development of ore 
bodies. 


The disclosures relating to the assets of short-lived 
mines for which replacement cost data are not provided 
and to the costs of acquisition, exploration, and devel- 
opment should be made In a manner to facilitate 
comparison of the replacement data on mining bulld- 
ings, machinery, and equipment with the related 
historical cost data reported in the balance sheet and 
income statement. the staff suggests that a schedule be 
provided to present (1) the applicable financial 
statement captions, (2) the amounts related to short- 
Ilved mones and to acquisition, exploration, and devel- 
opment cost, (3) the historical cost data for which 
replacement cost data are presented, |.e., the net of (1) 
and (2), and (4) the required replacement cost data. 
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